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*. -ze  ? ro2accfon  Cred i c  2 r o j e c r  (?CF) v a s  d e s i ~ n e d  t o  I n c r e a s e  
? rLva t e  silc:or o u t p c  by prov id ing  f o r e i g n  txchange i m p o r t s ,  
s h o r t - t e r n  c r z d i :  and by impraving t k e  c a p a j i i i t i 2 s  of t he  - q ~ p t i a n  f i n a n c i a l  systsm. h i t i a l  p r o j e c t  e f f o r t s  were t o  be 
ccncen t  r a t e d  on f o r e i g n  exchange i m s o r r s  and s h o r t - t e r n  
c r e d i t .  As t h e  p ro j ec f  2eve l sped  i t  m u l d  be s q a n d e d  t o  
i n c l u d e  t k e  i z s t i  t - ~ t i ~ n a l  Gevziopaont ccnponent  . 
;ken a e a s u r f  ng ? r ~ i e c t  s u c c e s s  a g a i n s t  t h e s e  g o a l s  i t  i s  c l e a r  - 
.. .,.at L tke g o a l s  v e r e  o v e r l y  a n b i t i o u s .  I t  was ex; lect ing t oo  

a u c h  t o  t a s k  t h e  ? r o j e t t  wi;h a c h i e v i n g  a l l  of  t hose  b o a l s .  
3 e  achievement  o f  pr3 j e cc  s u c c e s s  was i n  l a r g e  neasu r?  
dependent  upon t h e  s u c c e s s  o f  o t h e r  Xkss ion  p r i v a t e  s e c t o r  
p r o j e c t s  and i n  a  key  s e n s e ,  on t h e  s u c c e s s  of  X I D / G O E  p o l i c y  
d i a l o g u e  on macroeconomic i s s u e s .  

P.e p r o j e c r  v a s  ve ry  S U C C ~ S S ~ U I  i n  ? rov id ing  f o r e i g  exchanqe 
i x p u t s  t o  p r iva62  s e c f o r  i a d u s t r i e s  :hat u sed  t n s s e  impor rs  
e f f i c e z t l : ~ .  I: was l e s s  success i ;J l  i n  ~ r o v i d i n g  short and 
c e d i u a  term credi: .  Tilo c r e d i t  z a r k e t  and  i n s t i t u t i o n a l  - - aeve iopnen t  side o f  the  projec:  c e v o r  g o t  o r z  t h e  srounri.  - 
The Z v a h a t i o n  Team i d e n t i f i e d  a cumber of  2 r o j e c t  d i f f i c u l t i e s  
and l r e ~ a r e d  a l is t  o f  recommecded changes .  F i t n  such  changes ,  
a sore e f f e c r i v e  a c d  t a r g e t e d  p r o j e c r  cou ld  be developed t o  
S u i l a  on t h e  acccnpl ishmer . ts  o f  chis p r o j e c t .  

- -ne ? r 3 d u c t i 3 n  C r e d i t  2 r o j e c t  i?CPj was no t  a ccmpie t l y  n e w  
.,ng t h e  per iod  frcm TY 1 9 7 7  ts 7V 1951 5 1 3 7  3iLli ;a  e f f o r t ;  du+ 

had been d i s h r s e d  unde r  t h e  r i v a t t  Seczo r  component of  t h e  
I ? .  Tk2 GOE, Sanks and p r i v a t e  s e c t o r  324 g a l r e d  e x p e r i e n c e  
and f a m i l a r i  ~y x i  t h XZE -yrocurement r e p l a  t i o n s  and procedures  
u n d e r  r h e  C 2 .  Srawicg upon c h i s  e x g e r i e n c e ,  t h e  Produc t ion  
Cred i r  ?ro;ecr zas c a r r i e d  on s l o c g  s i a i l a r  l i n e s  w i t h  s o c e  
i m p o r t a n t  i - g r o v e ~ e n t s .  



;-.=re adzed  ca t k e  s l i g r b l e  i i s t .  S i z c t  c k e  new banks  :<ere - , , , va t s  p i  s s c : ~ r  5 2 2 k 3 ,  t + y  jrouz?.t i! z c r e  x a r k e t - z r i e n t e d  azd 

; e r v i c e - ~ z f r r t e d  s i y l e  oi 5-icts cka Trogram. Tke  s e c o c d  
c k a c e e  - ia ~ k e  ~ r a g r a a  x a s  :o Co a s a g  s i t 5  t h e  ? racr i :e  o f  -. g i v i n ~  s a c k  k a c k a  5 x s d  s h z r e  o f  :h= t o c a i  program.  PC? - 
c r e a i s d  a  t r s n s a c c i o c - j a s e d ,  c l i m t - d e m a c d  s y s t s m .  ~ a c i  of  ;ne 
9 banks  was 3iTzen a n  i n i t a l  S3 z i l l i o n  a l l o c a t f o c .  The 
'a , ,nai?ing ?CP f u x c s  were  p r o v i ~ e d  :o t h o s e  banks  t h a t  s e r e  a b i e  

-. t o  z o v e  t h e i r  f u n d s .  ~ z o s e  t5ar p e r f o r s e d  e f f i c e c t i y  a n d  
rC1 quf cki:? r e c e i v e d  z G r =  F ~ n d i n g .  , i lose t h a c  l a g g e d  b e h i n d  d i d  

n o r  r s c e i v e  a a d 2 ; i o n a l  f u n d i n g .  T5e s y s t e m  v o r k e d  r ~ e l l .  3y 
r e w a r d i n s  t 5 e  e f f i c e n t  banks  w i t h  a o r e  e ~ n d s ,  t h e  p r ~ j e c t  was 
a 5 r t  t 3  z o v e  A 1 3  f u n d s  q u i c k l y  a n d  e f f e c t i v e l y .  

T r a n s a c t i o n s  s e e 3  t o  5 2  f l o w i n g  Co ~ r f  v a t ?  s e c t o r  banks  a t  3' 
r a t e  u h i c h  a p p r o x i z a t e s  t h e i r  " f a i r  s h a r e "  o f  t h e  b a n k i n g  
marke:. The p r i v a t e  banks  9 r o c e s s e d  26  p e r c e n t  o f  t h e  
t r a n s a c t i o n s  v a l u e d  a c  35 F e r c e n t  o f  program v a l u e .  ZTnile i t  
had Seen  hoped c h a t  eke ? r i v a t e  banks  would r e c e i v e  a l a r 3 e r  
s h a r e ,  t h e y  a r e  g e n e r a i i y  s m a f i  a n d  new co t h e  t h e  m a r k e t .  
T%ey lacked many o f  t?.e a d v a n t a g e s  h e l d  by t h e  l a r g e ,  
e s t a b l i s h e d  p u b l i c  s e c t o r  banks .  

The o r i g i n a l  P r o j e c t  P a p e r  i m p l e m e n t a t i o n  s c h e d u l e  a n t i c i p a t e d  
3 n a l  p r o j e c t  d i s ' m r s e a e n t s  t o  be c o m p l e t e d  by b r c h ,  1 9 8 5 .  3y 
3ecember  9,  L98h USiiIG/Cai r o  had  a p p r o v e d  c r a n s a c  c i o n s  v a l u e d  
a t  S5b a i l l i o n  (SO p e r c e n t  0 5  the program)  a n d  l e t t e r s  o f  
c r e d i t  had been  i s s u e d  f o r  $37 m i l l i o n  (55  p e r c e n t  o f  t h e  
p rog ram) .  R e c e n t  a p ? r o v a l s  have  a v e r a g e d  $4-5 a i l l i o n  a  n a n t h  
z h l c h  means t h a t  a l l  ,%nas s h o u l d  be  a l l o c a t e d  by F e b r u a r y ,  
1985 w i t h  -h11 i s s u a n c e  o f  a l l  L e t t e r s  3 f  c r e d i t  a n d  
d i s  h r ' s e 3 e n t . s  EaXowing  c l o s e i y  b e h i n d .  Yle  p r o j e c t  s h o u l c  
r e a c h  a n  80 2 e r c e n t  d i s b u r s e n e n t  l e v e l  by >!arch 1985 and r e a c h  
iCO p e r c e n t  be fo re  t h e  erld o f  t h e  f i s c a l  y e a r .  T h a t  i s  
r z a s o n a S l y  c l o s e  co t h e  o r i g f x a l  i q i e m e n t a t i o n  p l a n .  

O f  t h e  3 0 r e  r k a n  S S S  m i l l i o n  ig a p p r o v e d  t r a n s a c t i o n s ,  by f a r  
r i  ,.,e g r e a t e s t  3 k r 2  ( 6 8  e r c e n t )  h a s  been  f o r  e n d - u s e r s  o f  raw - 
n a r e r 5 a i s  a n d  capita!.  goods .  One o f  t k e  c r i t i c i s m s  o f  t h e  
P r f v a t e  S e c t o r  C I 1  had been t h a t  t r a d e r s  r e c e i v e d  n e a r l y  
t v o - t h i r d s  o f  t h e  ~ h n d s .  T r a d e r s  o f t e n  i n p o r t e d  goods  and  s o n s  
.=lade a ~ i ~ d f a l ! .  g r o f i t  r e s s l l i 2 g  c h o s e  goods  t o  e n d - ~ s e r s .  
5 a t  problem h a s  3een  v i r t u a l l y  e l i a l n a t e d  i3 t h e  ?CP. T r a O e r s  
'nave r e c e i v e d  a m a l l  share  o f  fusds a c d  3enerall:r do n o t  
a p p e a r  t o  be asking x I g C f a l l  ? r o i l  t s .  !<ost t r a d e r s  u s i n g  t h e  
?C? a r e  i f s c r i S u : o r s  o f  Z.S. e c . ~ i ~ a e n t  who a r e  inpor: lng 

, . 9 .  equismegt a>C spares  :a su2so r :  tze: r regular c ~ a t  r i i u t i o n  3 ~ d  
s e r v i c e  srzgrac .  



A c a l y s i s  of  t h e  t y F e s  o f  c x n o d i t i s s  f i n a n c e d  and  :ke 
i n d u s t r i e s  r e c e i v i n g  ? C 2  i ' l r po r t s  showed c % t  t h e  $gods  % e r e  - 
g e n e r a l l y  z ? p r a p r i a t e  t o  = g y ? t l s  n e e d s  azd x e r e  e f f e c t i v s l y  - - 
u s e d .  Cut o f  a : o t a l  o f  188 t r a c s a c t i o n s ,  t h a  ~ v a l a a t i o n  -can 
found o n l y  3 c r  4 conmodi t f  es c h a t  Vera of questionzble 
d e v e l o p m e n t  v a l u e .  Tho32 eommodi z ies  we r e  eligible ur?der  

.m b L D / G O E  r u l e s  k t  i n  z g y p t ' s  c a s e  they were o f  a " l u x u q  
nafxre"  a n d  did n o c  a p p e a r  to be o f  c r i c i c a l  developments: 
~ e e d .  

There w a s  a l s o  a c o r n c e n  :hat: "Law $3 Companies"  
( E g y p t l a n / f o r e i g n  j o i n t  v e n t u r e s )  n i g h t  ~ o n o p o l i z e  t h e  PCP 
program. I n  t h e o r y ,  s i n c e  "Lav A3 Companiss"  have  a f o r s i g n  
p a r z n e r  a n d  t h u s  a c c e s s  co  f o r e i g n  e x c h a n g e ,  t h e i r  need  f o r  ?C? - 
i n p o r s s  i s  125s t h a n  :kat o f  wholly-owned : g ? t i a n  compan ie s .  
Tke Evalua t ion  Tzam c l o s z l y  examiced all PC? : ransact ior is  o f  
"Law 4 3  Companies"  a n d  foucd  t 5 a t  t h e y  r e c e i v e d  a very s m a l l  
s ; l a r e  o f  p r o j e c t  f u n d s  --oniy $2.3  a i l l i o n ,  o r  ic p e r c e n t  o f  
p r o j e c t  f u n d s .  -4 close e x a m i n a t i o n  o f  a l l  s u c h  t r a n s a c t i o n s  
t u r n e d  u p  o n l y  a n e  c a s e  where  t h e  cowsodit:7 b e i n g  i z p o r t e d  was 
n o t  of hizk d e v e i o m e n t a l  v a l u s  . 

3. Tke ' q y ~ r i a n  C r e d i  t M a r k e t s  

C Lne f i n a n c i a l  s y s t e m  ,?as v a r k e d  x e l l  i n  aobilizing s ' n o r t - t e r n  
sa-rfngs a n d  2 r o v i d i n g  s h o r t - t e r n  : r ade  c r e d i t s .  k c d e r s  a r e  
g e n e r a l l y  r i s k  a v e r t e r s  ; h o  r ~ i ~ u i  r e  h e a l f i  l;. c o . U a t ? r a l i z ? d  
I c a n s ,  v i c h  a s h o r z  n a t - ~ r f t y  a t  h i g h  c o s t s  t o  t h e  b o r r o w e r .  ;n - 
o r d e r  f o r  t be  ~ g y p i i a n  c r e d i t  x a r k e t  K O  d e v e l o p  i a c o  a n o r e  
s o p h i s t i c a t e d  x a r k e t  ; r h i c h  p r o v i d e s  t l m  l e n d i n q ,  5 0 t h  S a n k e r s  - 
and b o r r s ~ e r s  v i l l  need  a k i g k e r  l e v e l  o f  confident? i n  ~gy?t's 
ned icm a n d  Long-te ra eccjnomic and ? o i i  t i c a l  enye  r o c o e n t  , 



' 2 e  f v a l u a t i o n  Team a z a i y z e d  i o c a 1  c u r r e n c y  l e n d i s g  ra:as as  
-r7 - :hey a ;p l ie t i  t o  t h e  7 m j e z t .  ~ z e  -earn v a s  i n t 2 r e s t e d  i n  

c e t e m i n i n g  w h e t h e r  p r a j e c t  l o a n s  were bsizg ?ro-&ded a t  
r e a l i s t i c  i n e e r e s t  r a t e s .  The Toan d e t e r m i n e d  c b a t  s h o r t - t e n .  

* +  loans uncsr t h i s  p r o j e c t  c o s t  t h e  S o r r o w e r  b e t y e e n  L- a d  2 5  
9 

Derceoc i n t e r e s r .  ?ese rztes a r e  ? o s i t i v e ,  even with ~ g y p t ' s  
c u r r e n t  i n f l a t i o n  r a t e  of n e a r  20 p e r c e n t .  

I rn?or te r s  were r e l u c t a n t  t o  use t h e  f i n a n c i n g  p o r t i o n  o f  t he  
program b e c a c s e  o f  the f o r e i g a  e x c h a n g e ,  m a i n t e c a n c e  o f  v a l u e  
requirement (.MCTI). An exanpk v i l l  i l l u s t r a t e  t h e  p r o b l e a .  I f  
a n  i m p o r t e r  purchased 3100, GCO c ~ f  i - spores  u n d e r  t he  p r o j e c c  he 
c o u l d  e i t h e r  pzy LE 84,COQ o r ,  depend ing  on :he t y p e  o f  
c o m o d i t ; r ,  f i n a n c e  t h e  'd 84,000 o v e r  a  1-3 year p e r i o d .  His 
l o c a l  c u r r e n c y  l i a b i l i t y  i s  f i x e d  a t  t h e  c u r r e n t  f o r z i g n  
exchange r a t 2  o f  LE 0.9b = $1. However, i.f he t a k e s  the  1-3 
y e a r  c r e d i t  k i s  l i a b i l i t y  w i l l  depend on t h e  f o r e i g n  e x c k n g e  
r a t e  ' in  e f f e c t  when t k e  l a a n  m a t u r e s .  If t h e  Found d e v a l u e s  ti) 
1.50 = S1 t h e n  his obligation would be LZ 15O,COC, Since t h e  
risk o f  d e v a l u a t i o n  i s  S r e a t ,  i a p o r e e r s  v e r e  r = l u c r a n t  t o  t a k e  
t h e  XOV risk. Ye-7 f e w  isporters u s e d  the cro,dir, component o f  
c>e p r o j e c t .  If t h r e  i s  t o  be a c r e d i t  component i a  a fucure 
? r 3  j c c  t , t k e  MCV r e q u i  z m e n t  s h e u l d  b e  e l i a i n a t  ed ,- . 
11 .ne f a i l u r e  t o  i n u l e a e n t  t 5 e  t r a i n i n g ,  t e c h n i c a l  a s s i s t a n c e  and  
studies component o f  t h e  p r o j e c t  has l i m i  c 2 d  t h e  d e v e l o p m e n t a l  
i 3 p a c c  o f  tile prcsran. 3 . e  S a l u a t i o ?  Ttam i d e n t i f i e d  a number 
g f  t r a i n i n g  and  institutional needs  t h a t  c o u l c ~  b e  a d d r e s s e d .  
They s h c u l d  be an  i z t e d r a l  2 p a r t  o f  any f u t u r e  program. 



- - 
- z  c5e 3anks 20 nor h v e  s d e q u a t t  i x e c c i v e s  :key 7il.L zon:ix-e 

. . 5 5 v ~ i o p e d  cr, c r e s t e  2 jlos:==-..-;2 i 2 t e r e s t  r a c e  s c x c t u r a  f g r  - - 
c e m s  i e3de r . s .  ,cis 3 a y  r 9 q u i r e  n e = o t i a r l o n s  v i c h  t k e  C3E and  

- 
3.e z g y ~ t l a a  econsmy i s  s c f l l  evolving from t h e  highLy 
c e n r r a i i z e i  spscea t 5 a t  %as c r e a t a d  d u r i n g  t k e  1 3 5 C 1 s  a n d  t h e  
1 9 5 C e s .  :.!any o f  ;ke ?r ice  d l s t o r t i o n s  still r l m a i a .  S a p i d  
~ r o v t h  has been  ach ieved  i n  r e c e n z  y e a r s  t h r o u g h  h i g h  l e v e l s  o f  
s a v i c g s  a n d  i n v e s f z l e n t  , buoyed by wo rker  rsmi t t a n c s s ,  o i l  
expsrr  e a r n i c g s  a n d  Suez  C a n a l  d u e s  t h a t  h e l p e d  co ?ay i o r  
r a ? i d l y  g r t w i c g  i a p o r t s .  

- 
&?e o i l - r e 1 a c a i  3r05i3eTi c y  kas maskzd some s t r u c t u r a l  
w e a k n e s s e s  i n  t h e  sconomy wnich y i l l  need  t o  b e  rercedied.  
&ong t5e x o s t  i r i po r t an t  o f  t h e s e  .*icaknesses fs the f a c t  t h a ;  
i n d u s t r i a l  e s z o r r s  have  s c a e n a t e d  f o r  the ? a s t  d e c a d e  and  
r e c e n t  s o u r c e s  o f  f o r e i g r .  e x c h a n g e  c a n  be e x p e c t e d  'co becone  
l ess  r e l i a b i e  a s  t k e  o i l  econony cools. S e v e r a l  p o l i c y  r e f o m s  
have been i x i c i a t z d  Sy the gove rnmen t  o f  Z g y t  a n d  s t i l l  o t h e r s  
a r e  n e ~ d e d  t o  s u c c e s s f - a l l y  a d d r e s s  these p r o  Siems .  Cred i :  - .  z e e d s  o r  r~ns  ? r i v a t e  s e c c o r  c a n  be a e t  by a d d r e s s i n g  t h e n  i n  
I l g h r  o f  t k e s e  new c i r c u m s r a n c e s .  

3cmestic c r e d i :  has  s q z c d e d  r a p i d l y  i n  r e c e n t  p e a r s .  I n d e e d  
t:?e g o v e r m e n t  had  t o  take a c t i o n  t o  -3ode ra t z  t h i s  g r o w t h  i n  
o r t e r  r3 l ess2 .n  i n f l a t i o n a r - /  3 r e s s u r e s .  Cred i :  h a s  3r3wn a s  - r z ? i d l y  a s  i s  c o n s i s t e n t  w i t h  r e l a t i v e l y  s t a b l t  p r i c e s .  -ne  
=lore s e r i o u s  2 r o b i e a  i n  t k e  d o m e s t i c  c r e d i t  n a r k e t  i s  ? h e  f a c t  
c h a t  i n t e r e s t  r a z e  a i s * - - -  ,,,,ions i n h i b i t  :he  f l o w  o f  a v a i l a b l e  
c r e d i t  i n t o  l o n g e r  t e r s  ? r o O u c c i v e  i n v e s t a e n t s .  A i d  t o  t h e  - , , , v a t e  ,.; s e c c o r  t k e r e f o r e  z e e d  not, FOCGS s o l e l : ?  gn s r o c 3 d i ~ q  s 

I s r z e r  v o k z ~ e  o f  f > z d s .  3eeans s h o u l d  b e  a s v e l o c e d  t3 i 2 1 ~ ~ 3 ~ ~ e  . T 
P 

t > s  a ~ , s c a t i 3 r !  ~ t - d e s r !  s h o r t - t i l n  ar.d l o n q e r - t s n  c r e d i  :. 
1zst:rxrfon j u l i d i n g  e-d reaoval of d l s t o r t i o n s  i n  :he i o n e s t ~ c  . - 
c r e d f t  3 2 1 k 2 t  l e s p e c i a l l : ~  1: t k e  , L L , g e s  b e x f i t e d  i n d u s t r i e s  

. .  . - 7 .  I?. ;rnr=r. z;=:;?t :Izs 2 c o c r , a r ~ i t F - ~ e  aci1raata2e>, -JOG-c a i d  the 
s r i v a t e  S Z C ~ ~ T  a s  z s c h  3 :  1 0 r 2  zn,ii~t 3r31ri5i3n ~f 

. . zcc:t:zcsl 5:ncs. 



- - ,..e -- f~r=:=r ,  t:;c:la;lgc ~ r o h l s r n  i n  ~ g y p t  I s  s l s ~  as zuch or,e o f  - 7 - 
ak~acztioc as  ic is 3f a k e s r  q x a n i i c y ,  izdeec! ic r e c s n t  y e a r s ,  - ;g:7etPa 5 a n k i n g  ; y s t s r  :z:- 5 _ z n  a -net s l r z o r t t r  of  s h o r t - r e =  - 
f x n d s  t o  cSe z s r o c u r r e n c y  y a r k e t s .  3 s c a u s s  g f  t k i s ,  Soch - - .  - 
? r i v a t e  and z o v e r m e n r  users  o f t s n  e x p e r i e n c s  di :r~cu~::; i n  
a c m i  rf ng f o r ~ i g z  exchange.  Pv2 , , va t2  u s e r s  c a a  r e s o r t  t o  t h e  
" o + m  s x c 5 a n g e "  z a r i c z t ,  7 a y i z g  a h i g k e r  sxclzange r a t e ,  but a r e  
corna l ly  l i z i t e d  t o  v e r y  s h o r t - t g n  c r e d i t ,  and must b e a r  w i t h  
t h e  a d d i t i o n a l  i n c o n v e n i e n c e s  t h a t  o c c x r  i n  i n f o m a l  c r e d i t  
a a r k e t s .  To t h e  e x t e n t  t h a t  PC? i n s t i t u t i o n a l i z e s  a  a o r e  
fo rz ia l  c r e d i t  s y s t e a ,  and ? r o v i d s s  l o n g e r  t e rm c r e d i t ,  5: 
serves a a s e f x l  f u ~ c t i c n  f o r  t h e  ? r i v a t e  s e c t o r .  

5 .  C o n c l u s i o n s  a c d  3ecommenCations 

3 e  E v a l u a t i o n  Tezm examined t h e  P r o j e c t ' s  d e s i g n  t o  s e e  i f  
there  %ere a r e a s  tha t :  c m l d  be i n p r o v e d .  The f o l l o w i n g  i s s u e s  
s h o u l d  be e x a a i z e d  i f  a  follow-on p r o j e c t  i s  c o n s i d e r e d :  

a. The p r e s e n t  PC? f a c i l i t y  s e r v e s  a u s e e ~ l  f x n c t i o n  i n  t h e  
economy by removing a s o u r c e  o f  f r i c t i o n  i n  t h e  a c c e s s  t o  
f t r r e i s n  exckznge  that bor rowers  e x p e r i e n c e  i f  t h e y  a r e  f o r c e d  
t o  use the own-exchange narket  and by o f f e r 5 n g  l o n g e r  term 
c r e d i t  . 
5. A PC? f a c i l i t y  c o u l d  t h e r e f ~ r e  f o z z  one component o f  a  
~ s i v a t e  sector c red i t  program i n  t k e  immediate fu ture ,  provided - - 
a iome ad;ustmeents a r e  made 3 :he a e c n a n i c s  f PC? r o  azke 
ic a t m e  c r e a i c  f a c i l i t y  r a ~ h e r  t5an a f o r s i g n  exckarrge w i n d o w ,  

c. These chacges would i r i c l u d e  removal ar' t be  ! .!aintainance of 
7 -  .slue g t o v i s i o n , c h e  Gse o f  a h i z k e r  s x c h a ~ g e  rate and/ar  
i n r e r e s t  r a r e ,  so  t 5 a t  the  e f f e c t i v e  exchange ra te  - G e r  zo  xore 
;tian 20 r o  30 p e r c e n t  below t k e  "market  r a t e " .  T h i s  l a s t  
p r o v i s i o n  would compensate f o r  t h e  added c o s t s  o f  Z . S .  
? rocu  r e s e n t  re<ui  r e ~ e n t  s . 
c?. U a l e s s  t h e s e  a r e  a d d i t i o n a l  ckarzes ,  u s e  of an 071ervalued 
" i r . , ;  " a exchan2e r z t e  f o r  d e t 2 m i ; l i z g  l o c a l  mrrenc::  
repayzeDt obligations ~ ~ c d e r  t h e  ProCuc t i o n  C r s d i i  P r ~ j e c  t 
resui:s i x  a s i g n i f i c a n t  n e t  w i n d f a l l  i 3  t 3ns  g f  r e a l  r e s o u r c e  - -. 
c r a n s f z r  co t.?e c g : ~ ? t i a n  sccgomy. ..zis O C C U T S  in s p i t e  o f  i k e  



acd o r f g i n  r e q c i r e n s n t s ,  i r  Zoes -02 a o e o a r  I l k a l g  - tha: - a n  
2:: .:E .!ge r a r s  subsfd:r o f  more tkzr, 23 t3 32 z e r c e n r  c a n  5s - - 

f To t h e  e s t s n t  ~ 5 a t  t h e r s  i s  a z e t  s u b s i d y ,  t h e  e f f s c t i v e  
c o s t  o f  c a p i t a l  t o  t h e  p r f - ~ a t s  s e c c o r  i s  artificially reduced.  
TSis p r o v i d e s  a n  i x e n t f v e  t o  i n v e s t  i n  g r o j e c t s  w i t h  l o w e r  
chan d e s i r a b l e  r a t e s  o f  economic r e t u r n .  The r e s u l t  i s  lower  
o u t p u t ,  ernp1o)ment and g x w t h  t h a c  would o t n e m i s e  o c c u r .  - When 
offer525 f o r ~ i g n  txchange  a t  lower  t h a n  nar lce t  r a t e s ,  t h e  donor  
z u s t  c h o o s e  Bervzen ~ r o v i d i n s  a i l  th2 c r e d i t  t h a t  i s  demanded 
a t  t h a t  r a t e ,  3: o f  r e s t r i c t i n g  tne amount w h i l e  a l l o c a t i x g  i t  
5y n o n p r i c e  r a t i o n i n g .  I n  ?he f o n e r  c a s e ,  one  mst a s k  'now 
long the d o n o r  i n t e n d s  t o  s u p p l y  a l l  that t h e  market  w i l l  - 
take. I n  t h e  l a t t e r ,  f i r s t  come f i r s t  s e r v e d  r a t i o n i n g  w i l l  
p r o b a b l y  l ead  t o  a n  i n e f f i c i s n t  p o r t f o l i o  o f  i n v e s t s e n t  
p r o j e c t s .  

. As a rule, therefore, g e n e r a l i z e d  exchac3e r a t e  s u b s i d i e s  
which lower  t h e  e f f e c t i v e  c o s t  o f  c a p i t a l  are n o t  a n  
e c o c o m i c a l l y  d e s i  r a j l s  f e a t u r e  t o  u n d e r ? i n  a n  o v e r a l l  p r i v a t e  
s e c t o r  s t r a ' t a y .  

h. Even t s  have i n c r e a s e d  'ihe s p r e a d  between t h e  o f f i c i a l  r a t e  
and t h e  free s a r k e t  ra te .  A s p r e a d  t h a t  c o u l d  be defended  as .. a p p r o p r i a t e  t o  o f f s e t  u . S .  s o u r c e  and o r i g i n  r e q u i r e m e n t s  a t  
the o u t s e t  o f  t h i s  p r o j e c t  h a s  now been exceeded.  T3e 
a p p l i c a b l e  f o r e i y  exchange c o s t s  s h o u l d  be r a i s e d .  3 e r e  
c o u l d  s t i l l  be a spread t o  o f f s e t  h i g h e r  U.S.  s o u r c e  and  rigi in 
e o s c s .  3eyond t h a t ,  t k e  E v a l u a t i o n  Team f e l t  t b t  t h e  exc?ange 
r a t e  s u o s i d : ~  i s s u e  i s  n o t  a n  e p p r o p r i a t s  one t o  r e s o l v e  i n  the 
c a n t s x t  o f  t h i s  one s i n q l z ,  and r e l a t i v e l y  s s a l l ,  p r o  j e c c .  
Tke r e  i s  a need f o r  a f i z x i b l s  mechanism r har  can ad  j u s t  
e f f e c t i v e  f o r e i g n  exc:lange rates over che  life o f  t h e  ,rojec:. 
T5e a ~ ~ r o o r f a t e  forum i n  which to d e a l  w i t h  exchange rates i s  
st t k e  X l s s l o n  orogranJ?oFicv  d i a l o c y e  l e v e l ,  -anera i n c e z t i v e s  
f o r  p o i i c y  r e f o m  csr? be e r o u g n t  so  ; e a r .  Z a r i t y  o f  Z r e a t z e n t  
between t h e  p b l i c  and ?riva:e s e c t o r  f a ? o r ) ~  p r o g r a a s  i s  a l s ~  a 
c o n s i d e r a t i o c .  Xhen t h e  CIP and ~ t h e r  X I 2  programs a r ?  b r ~ u g k t  
u n d e r  3 sore r a t i o n a l  exchange r a t e ,  ?reduction C r e d i t  s h a u l i  
be as w e l l .  



j. Y r d i z z ~  a z d  i o r . a , l r - t e n  l o c a l  currecc? c r t d i t ,  acd e x w r t  
c r e d i t ,  nay  be z s  i n c o r t r c t  a  c o n s t r a i z t  a s  Zoreigr ,  currer ,c77 
a . ; a i l a b i l i t ~ .  Tae Team recornoends chat i n  t h e  f u t u r e ,  c r e d i t  ..- p L o % r a n s  a 2 n  20r2 a ;  t k s e  p r 3 b l m s  and t a k e  a d v e n t a g e  o f  

r e c e n c  ; ?o l i sy  c h a n g e s  by G 3 E  a r d  e E f o r r s  by o t h e r  d o z o r s ,  s u c h  
a s  t h e  I 3 R C ,  :s i d e n t i f : ~  s d d i r i o n a l  u s e f u l  a r e a s  wnere c r e d i c  
n e e d s  s n o u l d  be z e t ,  r a r k e r  t h a n  f c c u s i z g  e x c l u s i v e l y  x?on 
i n p o r t s .  F i n s  and sec:ors w i t h  v i a b l e  e x F o r t  p a t c n t i a l  and  
t h o s e  f o r  vhicn c o n p a r a c i v e  a d v a n t a g e  c o n s i d e r a t i o n s  i ~ o u l d  
s u g g e s t  a s  e f  i i c i e n t  i z p o r t - e m p e t i n g  e n t e r p r i s e s  s h o u l d  
r e c e i v e  s p e c i a l  a t t e n t i o n  i r t  d e s i g n i n g  i u m  re XIC c r e d i r  
p ro jec t s .  

- 
A, A I 3  A s s i s t a n c e  S t r a r s % y  I n  ;%ypt  

X k i l e  g o l i t i c a l  o ~ j e c t i v e s  ( r e g i o n a l  p e a c e ,  s t a b i l i t y  and 
s e c u r i t ~ )  a r e  t h e  5 a s i s  o f  U.S. a s s i s t a n c e ,  t h e  a e a n s  of  
r ~ a c h i n g  chose  o b j e c t i v e s  are d e v e l o p m e n t a l  -- economic growch 
t h r o u g h  increased i n v e s t m e n t .  Essential t o  that aim i s  
e n c o u r a g i n g  t h e  GOE t o  a d o p t  economic p o l i c i e s  that a l l o w  t h e  
e f f i c e n t  u s e  o f  a l l  resources. 

The XL3 program uzs d ~ s i g n e d  t o  I n c r 2 a s e  i2ves:aent i r ~  s e c t o r s  
;iiiere economic ~ o l i c y  r e f o n s  were S e i n g  made and where U . S .  
f i n a n c i n g  c o u l d  ac 'hieve a  s i g n i f i c a n t  developmental i n p a c t .  - - .  AID w i l l  s u p p o r t  e r z ~ c i e n t  a r e a s  o f  t he  Egypeian  x o n o n y ,  
w k e t 3 e r  i n  :he p b l i c  o r  ; ? r i v a r e  s e c t o r s .  S!ajor a r e a s  o f  
c o n c e n t r a t i o n  arz a g r i m l t u r e ,  i n d u s t r y ,  -dater and %astewat ' , r  
s y s t e a s ,  h e a l t k l p o p u l a t i o n  and e d u c a t i s n .  

S t a r t i n g  i n  197L,  S a d a t ' s  "Opsr: 3 o o r "  ~ o l i c i e s  be3an t o  
r e d i r e c t  and revive economic zrowt:? t h r a u g h  a  z a s s i v e  
r e k a ' s i l i t t c i o n  o f  Egy?cfs i z f r a s : r ; c t u r e  and c a p i t a l  p l a n t .  - z c o n o n l c  li S e r a l i z a t i o n  z a s  rhe  k2y t o  t h e  e c ~ n c m i c  t r a n s i  t i  on -- xovernen: t o x a r d  a  z a r k e t ~ r i e n t 2 c i  s y s t e z  f o r  s s c a b 1 i s i i r . g  . 

-, j l c e s  ank a l l o c a t i n g  r e s o c r c e s .  .~.e current GOE F i v e  Year 
?:an ( 1 9 8 2 / 3 3  - 1986187) c o n t l x i e s  t h e  p r o c e s s  ~ i t h  an  e n g n a s i s  
on ?r3cccti3:! s f  Z i c e n c i  j a sed  cn ?roduc"i.ri,c;~ ~ a i n s  vn i  lii - L ~estiz? basic  busan x e e c s .  -..e ~ i ; - z i : e  s e c c o r  ?as 2 k . 2 ; ~  r s le  - - - A - 
t o  ?lap in c h i s  ;::art. - ze  ? l a c  calls f s r  L >  s e r c e n t  of 
i3~es :=en:  : 3  5e in t h e  ?ri-~3:5 sec:c;r, 



X v i g o r o u s  p r i v a t e  s e c t o r  i s  e s s e n t i a l  t o  such a n  i a c u s t r i a i  
strategy. -1l::lough .LID psfs-aez-sec tor  a s s i s t a n c e  had be-.? 
p r o v i d e c  j e f o r e  1977 ,  i t  v a s  c o t  u n t i l  ? a s s a g e  o f  Sec t i cz  3 c f  
t h e  I n t e r n a t i o n a l  Securi:;r A s s i s t a n c e  Act o f  1 9 7 7  t h a t  
i r x i u s t r i a l  ~ r i v a t e - s e c t c r  Cevelopment S e c m e  a s i 3 n i f i c a g t  

7. e l e m e n t  iz c h e  V.S. a s s i s t a n c e  s t r a t e g y  f o r  ~ g y p t .  Section 9 ,  
couimonly r e  f e  r r e d  t o  a s  the "liunphrey Amendment, " p . l ac~ -d  
s p e c i a l  e~phasis on gxpanding r h e  r o l e  of Zgypt ' s  p r i v a t e  
s e c r o r .  In r e s p o n s e  t o  :he 1 9 7 7  "Humphrey .Amendment", AID 
began cc d e v ~ l o p  i t s  F r i v a t e  s e c t o r / i n d u s c r i a l  s r r a t e g y .  The 
o b j e c t i v e  w a s  t o  a d d r e s s  the major c o z s t r a i n t s  t o  ? r i " ~ a t e  
s e c t o r  g r o w t h  t h r o d g h  f i n a x i a l  acd t e c h n i c a l  a s s i s t a n c e .  T h i s  
v o u l d  s u ? p r t :  E g y p t ' s  t r ans : ' , t i on  from s p u b l i c  s e c t o r  d a a i n a c e d  
( a z d  c e n t r a l l y  c c n t r o l l e d  ecenony)  t o  a  no r e  msrke t-3 rf e n t s d  
n i x e d  scJnomy. 

To a l a rge  e x t e n t ,  t h e  Egypt ian f i n a n c i a l ,  l e g a l  and - 

a d m i n i s t r a t i v e  s y s t e m  r e f l e c t e d  t h e  2 o l i c i e s  o f  a  2ubLic  s e c t o r  
dominated  economy. Gove r n n e n t  p o l i c i e s  and p r a c t i c e s  
( i n c l u d i n g  a n  z x t e n s i v e  system o f  s u b s i d i e s  and p r i c e  c s n t r o l s )  
d i s t o ~ t e d  i n v e s t m a t  and rzarket i~ig Cec;si ons and disc r i a i ~ a t  ed 
a g a i n s t  t h e  ?riT).ats s e c t o r .  I c i t i a l  A I D  e f f o r t s  .;ere d e s i g z e d  
t o  3eet i m e d i a t e  needs--to ?ra='i,de Zoreigz exchange and c r e c i  t 
zo p r i v a t e  e n t e r ~ r i s e s  t h a t  cou ld  i a ~ e a i a t e l y  i n c r e a s e  
~ r o d u c t i a n  while e n c o u r a s f q q  i n s c i  t u r i o n a i  changes  t h a t  would 
improve t h e  b u s i n e s s  ciinrats. The s t r a t e q y  d i d  n o t  Zocus on 

3n . s t i s u i a c i n g  
g r o w t h  ir! s ? e c i f i c  s e p e n t s  ~f -. i n d u s t r y .  The a p p r o a c h  w s s  an 
;3terim s r e p  r e f h c t i n g  rhe need t o  p r o v i d e  Fmisediate s u p p c r t  
while b u i  l d i n g  s o  r e  in -dep th  knowlecge t hat =wid s e r v e  a s  a  
Sasf  s f o r  a l o n g e r t e m  and z q r e  compreitensi7re st r a t 2 ~ 7 .  

&sic co A133 s t r a t e q  ?as ? o l l c y  rc?forcl --rn -- .- -.QveaenS o f  
E=,gy?tPs i n d u s t  q toward  a narket -based ecenomj. t h r o u g h :  
--?lore rational p r i c i n g  ?d.ic:es, 
- - 2 r e a t ~ r  zanage, rf :l auconcm:? f o r  pblic s e c z o r  e n n t e r p r i s e s ,  
- 5 r e a s e r  s c o p e  50: p~: i . -mre  seccor  i ~ d u s t r y ,  
--Greater equal: cy of zrezrsect 5ec;leen :he ;;ti -1a::e and ? u S l i  c 
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L i s t e d  below a r e  t k e  l r o  j e c t s  t ha t  ? r e c e d e d  ehe  2 r o C u c t i o n  
C r e c i r  ? r o  j ec t  and r h e  consc:aints  t h o s e  p r o j t c t s  a d d r e s s e d :  

T -Comnodiiy a ? o r ?  ? togram ( C I T )  , ?ri v a t e  s e c t o r  ? o r t i o n .  
S h o r t - t 2 m  c r c d i  t and f a r e i g n  exchange.  

-9evelopment I ~ d u s t r f a l  3znk, I a n d  11. 
Zedi r rm- tea  c r e a i  t , f o r e i g n  exchange and l s p r o v e d  
i n s t i t u t i o n a l  c a p a b l l i c i e s ,  - -?ri va t ?  i n v e s t a e n t  cncaurasement  Fucd ( ?  IZ) . 
S!edi-m-te ra c r e d i t  , 20 r e i g n  s x c k a n ~ e  anC i sp ro i -ed  
i n s t i t u t i o n a l ,  - 2 p a b i l i t e s  

-3-2 - , ,vace  S e c t o r  : ~ 2 s i S i l l  ty Studies. 
I n v e s t s e n t  i n i o r n a t i o n ,  i n c e n t i v e s  and i a p r o v e d  
i n s t i  t u r i o n a l  c a p a b i l i t i e s .  - - 1 c d u s t r i a l  Iroduc tiv', t y  Ls?rolJenent .  - , r a n s f e r  o f  i3 ; roved t e c h n o l o g y  and I z p r o v e d  i n s t i t u ~ i o n a i  
c d p a b i l i  ties. 

8 .  ?reject Background and 3 i s t o r y  

- ,r.e redecessor t o  t he  P r o d u c t i o n  Credit ? r o  jecr was t h e  
T. , c m o d i  t y  I n ? o r t  P r ~ g r a m  (CE). The CIP was o r i g i n a l l y  
des lgzed  co p r o v t c e  commodity i m p o r t s  f o r  Z g y p t i a n  G o v e r ~ m e n t  
Yiaistries and  p u b l i c  s e c t o r  e n t e r ~ r i s e s .  In FY 1 9 7 7 ,  as 3 
f i r s r  s t e p  i n  i t s  private s e c t o r  e f f g r t ,  A X 3  opened t h e  CZP t c  -. p r i v a t e  s e c r o r  : ~ n s .  .A?proxixately 10 percept  of  CTP f u n d s  
xers aade available 50 t 5 e  p r i v a c e  sec tor .  I n  s u b s e q u e n t  CIls, . . .  7- a s i z l i a r  ~ r i v a t e - s e c t o r  s e t - a s i d e  sras r o v i d e d .  r ron ?"L 1977 
t o  TY 1981 rhe E g p ~ t i a n  p r i v a ~ e  s e c t o r  r e c e i v e d  5137 m i l l i o n  



- 
-,. - , ? ~ c i a c  .- "Law a3 C o m p a n i ~ s "  were a l l s w e d  ;I p a r c i c i p a t a .  -. . x s r  companies  a r e  E g y ~ t i a r j f o r a i g ?  j o i n c  v e n t u r e s  "- chac 
r s c e i v e  s p e c i a l  t a x  h o l i d a y s  and o t  t e r  3enef i : s .  ~ a e s e  
compan ies  r e ? r + s e n r  scme of  the more ayaamic  aew i z ~ e s t s r s .  
They have  b r o u g h t  i n  - b o t h  f o r e i g n  c a p i t a l  and f s r e i g n  e x ? e r i i s e  
t h a t  w i l l  h e l p  t h e  z ; y ~ c i a n  rcanony .  A13 Gid not YGant t h e n  (:o 
be e x c l u d e d  from t h e  ;ro j e c  t .  

--Credit  t e r n s  xere r e l a t e d  t o  t k e  economic life o f  t h e  
i s p o r t e d  i r e n :  

3-gear terms r 'or  cap i t a l . .  p o d s  
1 8 m o n t h  t t n s  f o r  i n t e n e d i a t e  g s o d s  
1 2 a o n t h  t e r n s  r 'or raw z x t e r i a l s  

6 ~ 1 o n t h  terns  f a r  t r a d e r s ,  buy ing  f o r  r e s a l e  

--A " a i n t e n a ~ c e  o f  Value (HOV) 7 r o v i s i c n  bias added s o  t h a t  
borrowers 'iould pay f u l l  " v a l u 2 "  f o r  i m p o r t s .  They would l l s o  
b e a r  t k e  r i s k  cf any d e v a l u a t i o n .  

-An i n s t i t u t i o n a l  development  component was i n c l u d e d ,  and 
technical a s s i s t a n c e ,  s t u d i e s ,  and t r a i n i n g ,  would hel:, improve 
banki  n s  and c r e d i  t f a c i l i t i e s .  

Fh i i e  a l l  o f  A I D ' S  3 r i v a t e  s e c t o r  pro jecfs i n c l u d e d  a n  
i n s t i t u t i o n a l  develocmenr  component ,  each w a s  a l s o  t a r g e t e d  a t  
o t h e r ' c a n s t r a f n t s :  l o n g - t e n  c r e d i t ,  i n v e s t v e n t  i n f o i n a t i o n  
and i n c e n c i v e s  o r  i d u s t r i a l  t e c h n o l o g y .  The P r o d u z t i o r .  C r e d i t  
p r o j e c t  w a s  d e s i g n e d  t o  f i l l  t h e  r emain ing  gap:  s h o r t - t e r n  
c r e d i t .  

3 e  2r1 j e c t  % a s  a u t h o r i z e d  on August 6 ,  1982.  The P r o j e c t  g o a l  
was r z l a t i v e l y  s t r a i g h t - f o r . i a r d  -- t o  h e l p  i n c r e a s e  p r i v a t e  
s e c t o r  o u t ? u t  t h r o u g h  t h e  p r o v i s i o n  o f  s h o r t - t e r n  c r e d i t  f o r  
t h e  i m p o r t  o f  needed  i n d u s z r i a l  raw i n a t e r i a l s ,  s p a r e s  a n d  
c a p i t a l  equ ipment .  Funds were a a d e  a v a i l a b l e  t o  b o t h  p r i v a t e  
--id p u b l i c  t z c c l r  E g y p t i a n  -. banks  f o r  3n- lending t o  p r i v a t e  
s e c t o r  i n p o r t e r s  on a r i rsc-came 5 i r s t - s e r r e d  b a s i s .  A COE 
C i r c u l a r  e s t a b l i s k e d  e l i g i b l e  i n c u s r r i e s  and commodi t ies  w h i l e  - 
A I D  X e g u l a t i o n  1 Kas used f o r  A I D  prricurement p r o c e d u r e s .  





m ,stm t o  3 a i n  good i s s i g k s  i n t o  program o p e r a t i o n s .  (See 
Annex 23 f c -  a lisz of  a g m c i e s  a n d  i n d i e d u a l s  c o n c a c t t d . )  - , te  e v a h a r i m  incLuCed a r e - J ~ P W  o f  r e c e n t  i n d u s t r y  and  
i z v e s t 3 e n t  s t z d i e s ,  a r e v i e w  o f  t b e  Y i s s i o n ' s  a r r i v a l  
account izg  s y s t e m ,  and a n a l y s i s  o f  tracsactions Sy v a l u e ,  :y?e 
of  i s p o r r e r  acd type of  bank. 

T?.e f i r s t  s t e ?  i;l t h e  2 v a i u a t i o n  p r o c e s s  was t o  ? r e ? a r e  a n  
e x l u a t i o n  o u t l i n e  o f  ;laJor t o p i c s  t o  be examined  (See 
k n e x  2. T h i s  o u t l i n e  included a l l  o f  eke i t e n s  i3 t k a  Year - 
Las: 3 u r s a u  ? r o j e c e  E v a l u a t i o n  Summary ( Z S )  P a r t  11. S p e c i a l  
'c- - ,phasis  was ?Izcec o n :  

--=e economic  i p p a c  t of  zke pro j e c  t. The T a m  wanted t o  
d e c e r s i n e  w h e c h e r  t h e  " r i g h t "  g o o d s  ye r e  deli-re red t o  t h e  
"rf g h t "  i n c u s t r i e s  t o  h l f i l l  t n e  program o b j e c t i v e s .  

- --- -zyotian cretif t n a r k e c s .  The Team sras t o  a n a l y z e  t h e  

F ~ c 6 c i o n i n g  of  t k e  c r e e i t  z a r k e t s ,  i n s : i t u t i c n a l  a r r a n g e m e n t s  
and c r a d i r  a v a i l a b i f i : 7  i3 b o t h  f o r e i g n  e x c h a n g e  a n d  L o c a l  
c u r r e n c y .  

--= ,,,lcienc:: G = - o f  p r o j e c c  o p e r a t i o n s .  Tne Team v a n t e d  t o  

neasu r e  :he e f f x t i v e n e s s  o f  LSlGOE p r o m  remenc p r o c e d u r e s .  

3 e  Z v a l u a t i o n  Team rZen d r e w  on  t h e  Scope  o f  Xork ( ~ r z p r 3 d  Sy 
L ' S ~ I i I l C a i r o )  t o  set down t h e  E v a l u a t i o n  Terms o f  R e f e r e n c e  (See 
.bnex  3 ) .  Ilie T t m s  o f  X e f e z e n c e  f i s t e d  a  s e r i e s  o f  i s s u e s  
c5a: zeeded. t o  5e c r a m i n e d  a n d  a  m m b e r  o f  c u e s t i c n s  t h a t  
rreeeed : o  be a n s w e r e d .  ?&Ale I t  -Jas r e c ~ z n i z e d  t h a t  t h e  s h o r t  
+ -  ,:ae-frzne v c u l d  3 o t  a l l o w  a kll e x a m i n a t i o n  o f  a l l  i s s u e s ,  i t  

vas i z ? o r t a n t  t o  s e t  t k e m  a i l  down i n  o r d e r  t o  s t a r t  t h e  
T r o c e s s  o f  i d e n t i f y i n g  and  ~ 3 e n  c o n c e n t r a t i n g  on t h o s e  x h i c k  
Vera 30s: critical t o  ~ r o j e c  t s u c c e s s .  



2 .  Cred i t :  !-!atkets 

- 9 . -  a. S t r u t c u r e  -- 2 i e  b a n k i s g  syscem i n c l u d e s  5 3  banks o r  vr . lcn 
27 a r e  commercial. bank ing  i z s t i t u t i o n s .  F i v e  a f  t h e s e ,  which - 
d o n i n a t e  bankir is  i3 zgypt, ar2 p b l i c  s e c t o r ,  t h e  otf ' .er 22 
bef nq privately owned o r  o p e r a t e d  a s  j o i n t - v e n t u  r e s  w i t h  
f o r e i g n  banks.  Addi t iona i l : r ,  t h e r e  a re  23  d i r e c  t b r a n c h e s  o f  
f o r e i g n  banks  and  t v o  " o f f s h a r e ' "  banking u n i t s .  Except  f o r  t k e  
l a t t e r ,  a11 f a l i  unde r  t h e  r e g u l a t o r y  c o n t r o l  o f  :he C e n t r a l  
n sack o f  Z g y p t  (C3E). TEe bankfng  s y s c e n  say b e s t  be 
c h a r a c t e r i z e d  a s  ~ x ~ r e n e l p  c o n s e n a t f v e  wi:h a 5 i g h  dependence  
on co i l . a r ; e raLized  l e n d i n g .  

3 e  C3E c o n t r o l s  t h e  l s v e l  o f  c r e d i t  ava iSabLe  ~ e ~ ~ r a i i y  kg 
al e x ~ e d i e n t s  : set t i  ng r e s e r v e  r e c u i  r e a e n t s  on 

depos i  cs , f l x i 3 g  t h e  l oan-to-deposi t rat  i o , and mandaring the  
Ir(.terest t a t e s  whic'n aay be cikrged f o r  v a r i o u s  t y p e s  o f  - 
c r s d i t " .  Xa: p r e s e n t ,  a r a s c r i c t i v e  6 5  - ,e rcent  lizitation is ia 
fo rce  a s  a lecdable p e r c e n t a g e  o f  t h e  deposi: base, a Low l e v e l  - 
f o r  a developi~g caunt  ry . Xddi t i o n a l l y ,  i n t 2 1 : b a n ~  d e ? o s i  ts  a r z  
e x c i u d e d  f r m  t h i  s c a i c u l a t i o n ,  ? 2 f e c t i T 3 e l y  ba r r ing  a  
commercia l  b a ~ k  from i n c r e a s i n g  i t s  l e n d i n g  t h r o u g h  marke t  
5or r9wi  rigs, 

X l i b e r a l i z a t i o n  t r e n d  i n  t 5 e  f o ~ n - t ~ - d = p ~ ~ i t  r a t i o  began i n  
1984. E x p o r t  f i m n c i n g  was excluded from i o a n s ,  a l o n g  w i t h  
c s s h - s e c u r e d  loans. C a p i c a l  s t  ruc tu rs  %as added t o  deposi ts. 
,. - e ~ e n d i a g  on a s  i na:: t t iduzl basic" c a ? i  t a l  s t r e ~ g t f i  and 
par" l ic ipa t i3n  i n  t h e  e x p r t  z a r k r ,  t h i s  ~ ~ 3 ~ 1 6  5e c f  
SUSS t a a t i a i  a s s i s c a n c z  13 , p n e r a : i n g  d d i c i o n a l  l e n d i c g  
c a ? a c i  t ; r ,  



Aside  f m n  :he a b o v e q e n r i o n e d  etnzro: z e c h a n i s n s  on t h e  ~ o o l  
o f  a v a i i a b l z  c r e d i  t ,  C3E a l s o  has  a p p l f  e d  e x p a n s i o n  s u b - l f a i t s  
t o  l e n d e r s '  l o a n  ? o r c f o i i o s  v i t h  v a r y i n g  ? e r c e n t a g e s  depend ing  

7 1  on t h e  S e n e f i c i a r i e s  ( t 0 m e r c i a 1 ,  t r a d e ,  consumer ,  ec:. ) . & x i s  
5 a s  t n e  e f f e c t ,  u l t i z a c e l j . ,  of d i r e c t i n g  t h e  a x p a n s i o n  o f  
c r e d i r  t cward  s e c t o r s  which t h e  g o v e r n a e n t  i n t e n d s  t o  f a v o r .  
.a i m p o r t a n t  a d j u n c t  t o  t h e  availability o f  c r e d i t  i n  Egyp t  i s  
~ 5 e  curb 9r " s t r e e t "  a a r k e t .  r ' u n c t i o n i n g  on an ex t ra -Sank  - b a s i s  a n d  a s  an i n t e g r a l  ? a r t  o f  zz:;?tfan h i s t o r i c a l  and 
r e l i g i o u s  ~ h r a c t t ~ s t i c s ,  t h i s  marke t  p r o v i d e s  s u b s t a n t i a l  
-5.mds on a p a r t n e r s n i p  basis. This i s  due t o  i h e  I s l a m i c  
y o h i b i t i o n  on c h a r z i n g  o r  r e c e i v i i l g  i n t e r e s t .  L e n d e r s  r e c e i v e  
p r ~ f i t  p a r t i c i p a t i o n s  i n s t e a d .  I a p o r t a v t  and u n r e g u l a t e d ,  triis 
m a r k e t  s u p p l i e s  aa amount o f  c r e d i t  i n  t h e  c o u n t r y  which i s  
significant but d i f f i c u l t  t o  e s t i s a t e ,  

b. C r e d i t  t e r n s  avai lable .  As a  p o i n t  o f  r e f e r e n c e ,  i t  s h o u l d  
be m t e d  t k a t  t h e  L"3E f f x e s  sinisurn and naxinurn i n t e r e s t '  raC?s 
f o r  b o t h  G e ? o s i t s  zs;5 loans; t h e  f o - n e r  by a a t u r i t y  and t h e  
l a c t e r  by bo th  c a t e g o r y  and n a t a r i t p .  S a c e s  f o r  the s o s t  
des f  r a b l a  p r p o s e s  i n  t e n s  o f  economic d e v e l o p n e n t  , s u c h  a s  
celllz! ?rs j e c  : finance, a r e  f ixed   elo ow t h o s e  f o r  s h o r t  t s  r;l 
t r a d e .  ?aciever, 9anks  ; ? i i L ,  t h r e f o r e ,  g e a r  t h e i r  l e n d i n g  
a c t i v i t i e s  a u ~ o n a t i c a l i : r  t o  t h e  ? e r r n i t t e a  a r e a s  l e n e r z c i n g  t h e  
g r e a t e s t  p r o f i c  w i t h  t h e  L e a s t  r i s k .  In p r i n c i p l e ,  i t  i s  more 
7 m f i  table t o  l e n d  for s h o r t - t e r n  t r a d e  t r a n s a c t i o n s  t h a n  f o r  
x e d i u a - t e n  m r k f  ng c a p i r a l  p u r p o s e s ,  due  t o  t h e  mandated 
interest r a c e s ,  f e e s ,  e t c .  The risk-rewar:! ra:io is c o n t r a r y  
t o  where i - s u a f l y  lies i n  the k i n k i n g  S u s i n e s s  ( i . e .  Longer 
t 2 ~ 3 s  a e a n  h i g h e r  i n t e r e s t  r a t e s !  and &>As r e s u l t s  i n  bank Loan 
: o r r f o l i c s  or' 2 s b r t - t e r n ,  r r ade -o r5  e n t e d  n a t u r e .  T5e GCjE 
~ b j e c t f ~ r e  o f  s z c o u r a g i n g  l o c g e r  tom l e n a i n g  has  Seen 

- .  f r u s t r a r e d  3y a p r - l e r s e  stzeciale 3: : n t l  r e s t  r a c e s .  





3 e r z  a r e  a s e r i e s  of  s ? e c i f i : s  which t h e  c r e d i t  s a r k e t s  -. - , . . e i r  -i. p r e s e n t  s t x c r r ; r z .  ? l r s t ,  L e n d e r s  s r a n t  l o a n s  on  a 
heavf ly  c o l l a t a r a l i z e a  basis, vi t h  e v e r ?  g u a r a n t e e  a v a i l a b l e  C 3  

chem, o f t e n  a t  c o n s i c e r a b i e  c o s t  t o  t h e  borrower. T h i s ,  0 x 2  

a g a i n ,  i s  b a s e d  on a i e i i - d e f e n s e  s c h o o l  o f  bank ing .  Sacocd, 
the  C3E i s  - n o t  officially a lender of  l a s t  r e s o r t  and has no 
C i s c o u n r  v i a d o n .  %IS, banks c a n n o t  count on a u t o m a t i c  
i n j e c t i o n s  of  l i q u i d i  tp by d i s c o u n t i n g  t h e i r  eligible l o a n s .  
T h i r d ,  a s  aensioned a b o v e ,  short-+em t r a d e  r e l a t e d  f i r a n c i n g  
Sears h i g h e r  p e m i t t ~ d  i n t e r e s t  r a t e s  t h a n  l o n g e r  t e r n  
i a & a s s r i a l  p r o ; e c t  f i n a c c i z g .  ?our, and q u i t e  i s p o r t a n t ,  u n d e r  
e5.o Laws, i n t e r e s t  a n  ; e r s o n a l  bank  d e p o s i t s  is tax f r e e  u h i l e  
Loan interest is tax d e d u c t i b l e .  

i t  firs:. g k i n c e ,  i: m u l d  a p ? e a r  t S a t  t hese  c i r c u m s t a n c e s  would 
protuce a i h c i l y  s h o r t - r s n  a a r k e t  a s  i n d i c a t e d  by s t a t i s t i c s  
s h o v i z ~  a p p r o x i s a t e l y  85 ; e r c e n t  s f  bank debt maturicg on a 
skorc-tern b a s i s .  i.lowetze;, t h e  c u s t o a  e x i s t s  or' " r o l l i n g  o v e r "  
s e a  red debt .  f o r  periods as long  a s  s e v e  raJ, y e a r s  a n d  i t  i s  
quite 7ro3ab le  c h a t  up  co 50 ? e r c e s c  o f  elie s o - c a l l a d  
snerrc-cezm rs renewed i3 ::at fashion. 3 b t r f o u s l y ,  g i v e 3  t he  
tax s t  rat ture ,  a cautious businessman has a c o n s i d e r a b l e  
advantage i n  ~ l e d g f  rtq h i s  tax-f r e e  p e r s o n a l  d e p o s i  t t o  s e m  re 
;hLs company's x : c  d a c u c t i b l e  Loar., c k e r e b y  c z 2 a t i n g  both 
c a p i t a l  and l i c u i d l t y  f o r  h i s  company w i t h  no d i r e c t  in:eccion 
o f  5 ~ s d s  on his par t ,  3 . e  back skoufd have no r e a s o n  io c a l l  a 
Loan s e c ~ r e d  5y  cash w h i c h  therefore d e v e l o p s  t h e  
c h a r a c t e r f s c i c s  o f  rsm c r e d i t  w i r h o u t  a p p e a r i n g  co b e  s o .  C3E 
r e s o r t i n g ,  o f  course, skows i t  a s  shorz-tela. However, t h e  
S s r r o w e r  is a l u a y s  n n n i s g  the r i s ~  o f  a change  i n  env imnmer r r  
vkere :he xnex~eczed OCTJTS,  a n d  :he a r p a e c t  t h a t  r o l l o v e r  
c red i r  fs r e a l  t e r a  l e n d i 2 g  seezs v a l i d  t 3  s T J e r / o n e  e x c e p t  a 
3 o r r o w e r  230 x s :  besen& an t k e  r e n e v a l s .  



c o n c e ? t .  
e.  Constraiats t c  ? r i v a t e  S e c t o r  ?roductll:e CrzCiC 

p r l s c i ? a l  c o n s t  r a i n c s  s t e s  from c h r t e  pri cci?%.l  s o u r c e s  ; 
z a r k e t  c h a t a c t e r 5 s e i c s ,  i s p e d i n e n t s  ; r a a r e c  by Cegt r a l  Sagk 
r e g u l a t i o n s  and c o n s c r a i n r s  i n c l u d e d  i n  o r  ? r d u c e d  j v  t h e  
3rogram i t s e l f .  The aarker  pspcno logy  i n  Egypt h a v i n g  been 
s u f f i c i e n t l y  d e t a i i e d  i n  t h e  ? r e c e d i n g  s e c  ti on ,  we c a n  examine 
t3e o t h e r s  i3 soce d e r a i l :  

(1) T3e c u r r 2 n t  e x c h a r g e  r a t e  policy o f  t h e  GCE c r e a t e s  
d i s t o  r t f  o n s  t h r o u g h  t h e  mlti-ti* r aarket and o c c a s i o n a l  
d e v a i u a t i o n s  o f  s u b s t a n t i a l  s i z e .  The l a c k  of  a  forward  
exchange  mzrket  h a s  resul ted  i n  a s p e c u l a t i v e  a r t i t u d e  among 
Lmporzers v h i c h  ? r e v e n t s  a d o p t i o n  o f  a  med ium- ten  v i e q o i n t  
and  wnich has  a f f e c t e d  this and o t h e r  programs n e g a t i v e l y .  The 
i z ~ o r t e r s  u n d e r  t he  PC? have  f a i l e d  t o  u t i l i z e  t h e  f i n a n c i n g  
p o r t i p n  of  eke ?rogram recent ly  due  t o  t h e i r  i n a b i l i t y  t o  judge  
r h e  r e a l  co s t s  o f  a f o r e i g n  e x c h a n g e - r 2 l a r e d  c r z d i t  and t h e i r  
u n w i l i i n g a e s s  t o  Sear a n  u c d e f f c a b l e  risk. The highly 
s u b s i d i z e d  0.84 = $1 C,S. r a c e  e n c o u r a g e s  t h e  u t i l i z a t i o n  o f  
t h e  ?C? a s  a f o r e i g n  exchaage "wir,dow" and does .cot e n c o u r a g e  
p r o d u c t i v e  Sazk l s n d i n g  . 
>e s o l u t f o . n s  : o  eke ? r o b l e a  e x i s t  on g e n e r a l  and s ~ e c i f i c  
r e v e l s .  The GOE and  C3E shot l ld  b e  s n c s u  raged  :o p r o g r e s s i v e l y  
e l l a i n a t e  :5e suksidized exc:zange r a t e s  on t h e  l o w e r  i i  e r s .  *. ,ne f 2 s c i : c c i o n  of a  " c r a w i i ~ g  ? e g " d e v a i u a t i o n  qrstern i n  t k e  
&cure ;rcul< 5e u s e f u l  t o  d a m ~ e n  e x c e s s i v e  s p e c u i a t i o n  and  
;eimit f a s o r - e r s  :o  T o r e  a c ~ r a t e l y  jubse  t h e  c o s t s  o f  
f i n a x i n g  r e l a c e d  t o  f o r e i g n  e s c h a q e .  

' a i i i n g  :he ~ ~ ~ e d i a ~ e  i~plsnentacion o f  suc3  a p r c s r a n ,  I t  
. *  - "-7 

5 3 e ~ 3 ~  ;ldfrls;=-t z 3  dcdkst :he C O S ~  ~f :ke t r a c s a c r i o n .  ~ i l i ~  

;'ct&1< z o r e  a ~ ~ r a ~ ~ l y  r e f l e c t  t k e  necesszq7 r a z e  of ssc5ange ?it 
. ' . - - - .  . . . ur.-,ck :he ~;:3gr33 C O U ~ C  x ~ c t i s n  e z r x r z - r l - 7  v;tr.ou: r2Triding 

.. - *. . sr: rrzzecossa r: ,:I A a r s ~  f c j  r e i ~ n  e:cc:la3ge 5 u b s i d : r .  I ~ T ; O U S  . . . - . . s c , ~ : : o z s ,  ; z c ,~c i i zg  3 z I . ~ . e r  ?xchar,ze r s c e ,  v a r i a o l e  
"p'.'O"' .- . .  , 
: d l  ..,,,, 2 r . z  Ls-rel, zxd  i2?csi:isr! fi zse r ;  f e e s ,  d r 2  t s t z l - s c  



( 2 )  Tke l e n d i r ? ~  r a t l s  e s t a k i i s i i e d  3y C3E t e n d  20 d i v e r t  a laise 
p r c e n t a g e  of l o a n  ac t ivzi t ; r  :a the t r a d i i i g  s ec to r  &.AS cs h i g h e r  
z e r a i s s a 5 l t  r a t z s ,  3ec:um t e rn  l e n d i n g ,  i n c l u d i n g  projec: -. L l c a n c e ,  can o n l y  be a c t l - ? a c e d  i n  t'ne ?r',vat2 s e c c o r  when an 
2xpanaea r i s k  i s  justified 3:r g r = a c e r  revard .  The C X  s h o u l d  
2e e n c ~ u r a g e c  r o  c o z s i d e r  a ? r o g r a a  i o  r e o r i e n t  ,zersissaoli, 
i x t e r e s t  r a t e s  s o  3s :O f a v o r  t h e  z r a n t i n g  o f  p r o d u c t i ~  
c r e d i t ,  e i t h e r  by iow5riag r a t e s  to r h e  c o m r c e r c i z ^ l / t r a d f q  
s e c t o r ,  o r  Sy i n c r e a s i n g  t h o s e  f o r  cem c r e d i t .  

( 3 )  T3e m a i x t e n a n c e  o f  v a l ~ e  requi r e n e n t  i n  f i n a n c f  zg t z r = s  
u n d e r  t h e  TC? yas i n s t i t u t e d  i n  an a r t e m p t  t o  have t h e  i m p o r c t r  ' 
pay che  r 2 a l  va lue  o f  :'ne m e r c h a n l i s e  p a r c h a s e d .  I n  a c t u a i i t j . ,  
t h e  p r o v i s i o n  c a u s e d  a n  e f f e c t  contrarf t o  t:lat which i t  was 
meant t o  produce.  2st3er t h a n  .un t he  open-ended r i s k  o r  a 
d e v a l u a t i o n  v i t h  an upvard r e a d j u s t s e n t  in t h e  v a l u e  o f  t h e  
l o a n ,  i a p o r r e r s  w i s e l y  ? a i d  c a s h  a t  n e g o t i a t i o n  o f  tiorrumer,ts 
and eonver t i td  t h e  r f s k  t o  l sca l  c u r r e n c y .  A p a r t i c i p a t i n g  bank 
a d m i t t e d  t h a t  t k e y w o u l d  n o t  ;emit any  c l i e n t  t o  run  the risk 
o f  a n  unhedged p o s i c i o n  i n  tkis program, p a r t i c u l a r l y  s i n c e  t h e  
bank m s t  pay funds t o  CBE r e g a r d l e s s  o f  t k e  b o r r o w 2 r s r  
p e r f o m a n c e .  If t h e  PCP is  i n t e n d e d  t o  Lead :owara developmerit 
~f a m r o  r f s k - 3 r 5 e n t e d  l e n d i n g  ?ol_icy by E g y p t i a n  banks, i t  
c a n c o t  i n c l u d e  a p r o t i i s i o n  which d i s c o u r a g e s  bo rroesing enc i r e  ly 
jy inposing a n  e x c e s s i v e  risk on t h e  b o r r ~ w e r .  The s o l u t i o n  
would be t o  r eaove  the a a i n t e c a n c e  o f  v a l u e  ?ro1r' ,sion from t h e  
p r o g a  S i z c e  any medium-r+m c r e d i t  g r a n t e d  a u l d  p l ace  t h e  
c r e d i t  risk on the l o c a l  bank and would c e r t a l n i y  b e  
c o l l a t e  r a i i  zed oy t h e  c o m o d i  t y  i a ~ o  r t e d ,  t h e  bank s h o u l d  be 
zaking t h e s e  a e a s u r e s  on i c s  own t o  e n s u r e  t he  soundrtess o f  t h e  
c r e d i t .  .3themise, u i ~ h  t h e  p r o v i s i o n  sti l l ,  i n  f o r c e ,  i: v i i 7  - 
be n e c e s s a r j  ro  u a i z  f o r  rke a a r k e t ' s  p e r c e p t i o n  t h a t  
~ e d i u w - t t n  s t a b i l i t y  has returned t o  t h e  v a l u a t i o n  o f  the  
S g y p r i a n  ?ound; 3 e r 5 a p s  a l o n g  wait.  

-" 
( G )  , r a i s i n g  3rd zec>..nicsi zss",se,ance x e r e  budgeted a i  
$ l , N C , S C G  ic t3e prograa .  There i s  no doubt that t r a i n i n g  i n  
t he  C3E, f . n  "PIC, i n  che ? a r t i c i ? a t i a g  banks arid i n  t h e  
cor-,orare 2 r l 7mte  sector, is 30st zlecessarj. T2.e ff.,ilur;., C Q  

zroduc.cl: a 7rfabl.e I;roqram has 5 x 2  an Lncedircent t o  t h e  ; .ah2 o f  
rC1 - ,  

t5e ?razraz.  -ne p r c s r a n  s h o u L  :e egreed and cuc i2:o -. o p e r a t i c r .  as r z 3 i d l y  a s  p s s i j l e .  ,ne :OF::: . : en t t l~e  j a n k s ,  
zit?. - , a i ~ r  f ~ r e i g r !  s a x z e r s ,  -,a:r se ;r?s.;zed ts :la,:e c::e 
ca?acit:: ~3 : ra in 7 e r s o s n e l  tere 3 r  at ctefr keaC ;;Lfice. T h e  - . . 
zn-:-rizr, -. - Sar,ss exsressed, a: r 3 z ~  i~lt~r?~: I:: 11,3rr3-:1-~ - 5 

- 9  - .. . ;erfcj r=acce Ir: se-:e r s l  %:?as. - 2 e  :oA,r;>;i ng 2 r o ~ c s a  ls zi;r.: - .  
3;f3'ie 2SS,';,: 



c'n 

!c) Zgypt lan ? r i v a t e  s e c r o r  c c n p n i s s  shou ld  d e s i g n z t e  -. - .  ::nancial 2xectltives for t r a L n i n g  5:1 banks and a u d i t i c g  - .  i: n s  - 

-3 l e a n  rke ?m?er l e a n s  o f  o r a ~ a r i n g  and p r ~ s e n r i a g  r l z a c c i e l  
z e r f o m a n c e  i n f o x a t i o n  t o  ~ r o s p e c  t i v e  l e n d i n g  i m t i  t u t i o c s .  

[j) 3% r o a c 3  of t h e  ;rs$rarn i ~ .  ? r o v i d i n g  credi t  r o  t h e  x i d e s t  
p s s i b l o  ~ u a b e r  o f  users iz ~ r a r i e d  s e c t g r s  of  the  - .  
nan-govemmenc ecoaomy h a s  been iemperod by a f a i l u r e  ECI d e r l n e  
c; ... e qr?e o f  5 e n e I i c i n y  xho would be 30s: d e s i r a b l e  :rom .'LD1s 
v i e ~ 6 o i ~ t .  X c i c q h  :aqet ina ,  t h e  7rogram d o e s  2o t  seea c? 

? l a u s i j l e  s o l u r i o n ,  - z t e  banks s h o u l d  b e  2;- en a  c l e a r  i d e a  ni 
s r e f e r e c c e s .  :urnre alloca:ions t o  :hem i h o u l d  b e  based gn ck.e 

7. czscczers  ukam t:ley i z c l u d e .  - h e s e  sectors ;?auld f n c h d e  :he - .. : 01 Io~ icg  : - .  - z r z m  ; ik ich  expor t ;  --- Zr=ls uhic'n ~ l a r r ~ f 2 c : u r e  produc t s  i n  which E s y ? ~  
3as a compara::ve expor t  ad- anta age and w h i c h ,  
r h e r e f o r e ,  have p c t e n t i a i  f o r  e x p o r t ;  2nd --- f i n s  ~ h i c h  aanu fac ra re  r ; rociucts  where  l o c a l  
grouuc:lon r e p r e s e n t s  an  e c o n o m i c  sdvantage ~ v e r  
i zzo  r t  s . 



( 7 )  The ? r i v a r e  Sec to r  S:eerf2g C o m i r r ? e  - idas izfsnded t~ 

p r o v i d e  ;o;icy and program direction on ao ongoin2 basis. T k  
;urpose vas co  p r o v i d e  a for;= f?; discussicns Setkeen  X?JIC, 
AID and the parr ic i )a t icg  3anks. The Csmit:er h a s  n o t  aec and - 
:he guidanc? v h i h  i t  sight have p r o v i d e d  w a s  never  o f  5 e n e f i t  
i o  t h e  program. Fe conciaue co consider t h a t  - this f o r u s  would 
prsve useful - to all p a r t i e s  c o n c e r n = i ,  end che ability t o  
oxc:haiaoge v i e w s  a u l d  have b e e l  a ? o s i t i v e  i a c r a r  i n  r r ? s o l r i n p  
some of  t h e  2rogranr s d l  f f i c u l c i e s .  

2. l i r o j e c t  as ? r ~ v i d e r  of i r e d i r  :I :he Trivate S e c t o r  

a. ?lagr.itude of  i n c e n e n r i o n  -The c o n t r i  t u c l z c  of 1 67 a i l l i o n  - -. 
Co :he ;py?tian pr ivaca  seccor's iaporr r r n a n c i n g  requizernents 
is 30: an amount sufficient to c r e a t e  an/ .P s a j o r  e f f e c t  on  tha: 
s e c r d r  30:. 03 t h e  economy in peneral.  Ln :ems of 1933 
~ca; i s ; i c s ,  i s  anault w o u l d  represe l r  1 . 5 2  percent o f  C .S.  - exports  t o  ~ g y p c ,  and 2.38 Fercent  o f  ex jor t s  f u n d e d  by U.S. 
a s s i s t a n c e .  I a  t e n s  o f  t g y p t ' ~  t o t a l  i s p o r t s s ,  the amount is 
l e s s  t h a n  G.53 Fercenc. 

3 .  B e n e f i c  : s  E n y 7 c i . a ~  3anLi-g Svstez. --.- The 7C? has p r o c u c e a  
rea l  benefic~ f o r  Hgypcian banks, boch i n  :ems of  rsasonable 
p r o f i r a b i l i r y  and as a oarbering cool to sacis2y existing zood 
cusrcaers a n d  a t t r a c t  o e k e r s .  The c o ~ l m i s s i o n s  an l e t L s r s  o f  
credit a r e  a t t r a c t i - z e  2 n  thernse ives .  Pjddly, the g a i n t e n a x e  of  
value 2 r o v i s i o n  i n  t he  ?C? i c d i r e c r l : r  increased t h e  . . e ,  3 r s f i t a b ; L t y  o f  t h e s e  t r a n s a c t i o n s  r ?  5g;rst;an 3 ~ n c s  ~y 

. ? .  - 9  * . .  , * .  d i s c o u r - g i  2% urr-;rar:on o r  -endicg : -  s -;nkec t; c>e - tC? and enc9i ; ragirg  the j j npo r t e r  t o  b o r - n v  fidnas on a s r c s r e d  . . a .  These korrowings  a r c  b a s i s  to I l cc ldz :e  2:s i z c o r t  n b ? ;  
s - . , ; o n s i ~ e r n ~ ~ : i  -are a r r r s c t i o e  :o  r z e  : t ~ &  since t h e  PC? ; b i i g e s  

,i19kili--. - t:les t o  take t h e  c : L ' ~ c ~ :  r i s k  as a ccicri-sen: - ,  z3r 3 

f e ? .  I2 lszding t:le c l i e n t  frrnds - 2  ;a? c z s k  f o r  ck.e i z s o r t ,  . . . - 
t h e  3 a z k  is abl-2 t~ 3a r2  cf;cs:cera3-;; zo re  2:: l ~ a l r , g  l:s :?a 
y-~~~y?s 3 :  ,C s ~ d j ' ; l - *  - -  d ~ . 2 b  ' - '  -. 3 A -  



v a r i e t y  o f  essential a a : s r i a l a  f o r  p r o d u c t i v e  a r e a s  o f  t h e  
prf  s e c t o r ,  w i t h  ~ r z c e e d s  3ven tua l l : i  c r e d i t e d  t o  :he GCE 

7' f a r  c k v e l o y n e n t s i  p i 2 o s e s .  -ne c o n s t r a i n t s  t o  accompliskmenc 
o f  t h e s e  g o a l s  have a i r s a c y  been noced i n  some d e t a i l .  
. l dd i : iona l iy ,  t k e  -3a5ni tuae  o f  :he p r o g r z a  i s  n o t  such a s  t o  
have any g r e a t  e f f e c t  o n  t h e  l o c a l  economy. I t  s h o u l d  be 
r e p e a t e d  r 'na t  t k e  p r c g r a a  wouid come f a r  c h s e r  t o  p e r f o m i i l g  
i t s  i n t e n d e d  r o l e  i f  i t  r i r s u l t e a  i n  eke z r a n t i n g  o f  n o r e  
l i t e r a l  c r e d i t  and p rov ided  r s c h n i c a l  s s s i s t a n c c  and  t r a f  n i  zg. 

Ir, its present  mode* o f  o p e r a t i o n ,  PC? i s  e s s e n t i a f l v  a c a s h  
i r a n s f z r  t a  the GOE wi:h t h e  worthw'nifa a d d i t i o n a l  i z a t u r e  or' 
providing economic zovement i n  p r o d u c t i v e  a r e a s  o f  t h e  p r i v a t s  - 
s e c t o r .  This i s  csrtainly s u p e r i o r  t o  a  d i r e c t  c a s h  t r a n s f e r  
whe? a n a l y z e d  i n  t e r n s  o f  i t s  economic e f f e c t .  E o ~ e v e r ,  t h e  
PCP has u n r e a l i z e d  F o t e n t i a l  t o  produce  a s tep-by-s tep  modest  
inprovement  i n  t h e  l o c a l  l e n d i n g  m a r k e t s ,  and t h e r e f o r e  on 
?reduction, i f  z k e  c o n s r  r a i n t s  a r e  removed. 
d. ? , l ie ,rnat ive I m ~ o r t  C r e d i c  A v a i l a b l e .  Xany o f  t h e  i m p o r t s  
u n d e r  t h e  E'C1 c o u i d  have  beea  f i x a n c e d  by t h e  s t a n d a r a  sys t2m 
a ? p l l e d  i n  European and o t h e r  m a r k e t s .  The S g y p t i a n  i m p o r t e r  
sakes no d o w n p a p e n t  and r e c e i v e s  6 - a o n t d  f f a a n c i n g  i n  f o r e i g n  
c u r r e n c y  3t 3 a r k e t  r a t e s .  H e  p u r c h a s e s  t h e  exchange t o  
l i q u i d a t e  h i s  o b l i s p t i o n s  a t  f r e e  marker r a t e s .  ? resuming a 25 
p e r c e 5 t  ?rice and freight d i f f e r e n t i a l  on  U.S. commodi t i e s  - versds curopean source,  the  i a p o r z e r  i s  j e t t e r  o f f  i z p o r t i c g  
from %rope r a t h e r  t h a n  u t l l i z i n r ; :  che ?C? ; r i c h  m a i n t e n a n c e  o f  
-7alue a c e a c h e d  to his f i n a n c i c g .  A 10 p e r c e n t  d e v a l u a t i 3 n  
would a d d  10 3 e r c e n r  p.a. t o  a one-year f i n a n c i n g  and 20 
F e r c e n t  ? , a .  t o  a  six month f i n a n c i n g .  T:?e users o f  PC? a r e  
o p t i n g  a t  T r e s c n t  f o r  :he s o s t  a t t r a c t i v e  o p t i o n :  l i n f t i n g  t h e  
exchange risk c =  t h e  per iod  b r i n g  which t he  Lstter o f  C r e d i t  -. 
i s  o u t s t a n d i n g  a n c  r e r ~ n a n c i n g  t k e i r  s a s h  payment t o  C3E i n  
l o c a l  cu s r e n c y  . 
t. ?C? and z>e Credi :  X a r k e t s  - Sumnary C o n c h s i m  
I l le  PCP c o u l d  r e 2 r t s e n e  ar, e f f e c t i v e  too: f o r  s i i i n u l a t i n g  t h e  
develosrnent  a f  E g y y t i a n  c r e d i t  z a r k e t s  and bas c o n s i d e r a b l e  
? o t e n t i a l .  3 . e  Frogram s h o c l d  5e r a ,v i sec  :or t k i s  purTose,  
g r a n t i n g  b e n e f i r s  t o  acconplisn s t a c e d  g o a l s  r a t h e r  than i n  
c u r r e n t  s ~ n e r a l  3arx1er- ? x g r a z  requi renlents  , sac3  a s  
s a i n t e n a n c e  of  v a l u e ,  ~ h i c 5  iz-,e.=',e z r a n r l z g  of p r o c c c t i - ~ e  
c r e d i : ,  s h o u l d  5e regovec. 



- +n -. i - 9 - I  i d  wib:? :he i3:r3&cZi31? ~ l f  t h e  "Czen J o o r "  .;olic:: :;p?t 
x d e  a r a d i c a l  d e p a r t u r e  frca c 3 e  c e n t r a l l y  p k n n e a  2conomy 

. .  t h a t  had been  c o n s t r ~ c c e d  zu r l zg  t k e  la:e i 9 5 0 ' s  and the 
1 9 5 0 ' s .  Cne of  t h e  r e z o z z  z e a s u r e s  a l l o w e d  f o r e i g 2  j a n k s  ig 

e s r a b l i s h  b r a z c h s s  or J o i z t  V C Z ~ U Z ~ S .  >.s a r e s u l t ,  t k e  number 
. .  . 

32 c o m a e r c i a l  3anXs g r e v  from t h e  ~ ~ r i g ; i i a ~  p b l i c  s s c t o r  
i n s t i t u t i o n s  t o  aort t k a z  53 S e p o s i c  banks  t c n  years l a c z r .  
F o r e i g n  i n v e s a e n t  i n  o t k e r  s e c t o r s  a l s o  zx?acded  r a p i d l y  u n & r  
t k e  g e n e r o u s  ~ r ~ v i s i o n s  a2 Lau &3 o f  1 9 7 i .  

- 1  economy w a s  a l s o  juoyed  5 y  ex t e rxa l  f a c t o r s  d u r f  xg t h i s  
same pried. ?.scent oil discover r ' , es  p l a c e d  Egypt  among t h e  
r a n k s  sf o i l  e x 7 o r t s r s  a t  a tiae when p r i c o s  % e r e  r a p i d l y  
e s c a l a t i n g .  3 e v e l o p m e n t s  ia V o r l d  Pe t r o l s u m  X a r k e c s  had two  
a d d i  t i o n a i  f a v o r a b l e  impacEs o n  t h e  Zgy?tf  a n  zconomy. S k i l l e d  - z g y p t f a n  v o r k e r s  found t h e r n s e i v e s  i n  g r e a t  demand i n  t h 2  
boomizg Gulf S t a t e s .  -4 w i ~ e n e d  and  d e e 7 e n e d  Suez  C a a l  
g e n e r a t e d  s u b s t a n r i a l  e a r n i n g s  from o i l  t a n k e r  t r a f f i c  t h r c ~ g h  
t h e  1 9 7 9 ' s  and  e a r l y  1 9 8 0 ' s .  

As a r e s u l t ,  t h e  b a l a n c e  of p a y n e n r s  p r e s s u r e s  t h a r  had 
t h r e a t e n e d  Egypt  b e f o r e  t h e  Open Door, were  eased ,  and  
government r e v e n u e s  i n c r e a s e d .  Froa  1979  t o  l 9 8 3 / 3 4 ,  p e t r o l e u m  
exports i x r e a s e d  from 3 1 . 7  b i l L i o n  t o  S Z .  6 b i l l i o n .  S u e z  
C a n a l  r e v e c u e s  r o s e  from 3589 s i l l i o n  t o  n e a r l y  $ 1  b i l l i o n ,  
w h i l e  v o r k e r s  ' r2nf  t c a n c e s  i n c r e a s e d  f x m  3 2 . 4  t o  33 .9  b i l l i c n  

ZCI o v e r  this ? e r i o O .  ~ n e s e  flows v e r e  s t i l l  i n s u f f i c i e n t  :o 
o f f s e t  l a r g e  a n d  r i s f 2 g  i a p o r t s ,  s o  t h e  c u r r e n t  a c c o u n t  b a l a n c e  
;;as i n  d e i f c i t ,  r a c g l n g  from 5475  a i l l i o n  t o  52.3 j i l l i o n  
du r ing  t h i s  s e r i o d .  

The i 9 8 2 i 8 3  c u r r e n t  a c c o u n t  d e f i c i t  %as $1 .3  b i l l i o n ,  acd t h e  
e s c f s a t e d  1 9 8 3 j E 4  c u r r e n t  a c c o u n c  d e f i r i r  was $ 8 7 1  a i l l i o n .  
C a p i t a l  a c c o u n t  sur ; ; l lusss  i n  a o s t  y e a r s  have  o f f s e t  c3 r r e r . t  
a c c o u n t  s h o r t f a i L s ,  y i s l d i n g  a n  o v e r a l l  j a h n c e  o f  ? a y n e n t s  
~ u r ? i u s  f n  ~ a c h  ; rear  exceTt 1950/'8:. 



-'L i,.e r e s u l t  o f  211 o f  c h e s s  s v e c z s ,  ?:us aa I zc r2ass  i t  
g o v e r n z e s t  i n v e s r z e n t  e x p n a i  c u r 2 5  Fr-n 5 1  . 5  b i l l i o n  in 1 9 7 9  t o  
S L . 5  b i l l i o r .  i x  :?83,'8i, -;as a  -:er? h e a l t h y  r a t e  of  ; ~ r c w t h  i n  - r e a l  SDP. z r o n  1975 r o  2.982 i t  a v ~ r a g e d  3.1 Fercenz - jcr  - - 
annum. ?ron 1932-1984,  t h i s  s l o w e d  ts an estimated t . 2  t3 ,.: 
p e r c e n t  . 
3 2  s e c t o r a l  r a t e s  of  g r o v t h  d i - ~ e r g s d  wideLy. JsinuaP 
a g r i c u l t u r a l  g rowth  ranged iron 1 .  i o  3 . 3  p e r c e n t ,  ~ s d u s t r y  
and n i n i n g  f rom 5 . 2  t o  7 . 1  p e r c e n r ,  ~ i c h  p e t r o l e m  sr3uth 
v a r y i r g  f r m  1L.S t o  2 5 . A  percent a n n u a l l y .  

I n f l a t i o n  a c c e l e r a t e d  from 12 t o  1 3  p e r c e n t  i n  :he l a c ?  1 9 i C 1 s  
t o  a n  e s t i m a t e d  20 percent by 2.983/34. 

D e s p i t e  s t eady  novernenc iowards  i i b e r a l i z a t i c n  o f  t h e  economy, 
nany s e c t o r s  a r e  h e a v i l y  c o n t r o l i e d .  Z'rices o f  many products, 
n o t a b l y  a g r i c u l t u r a l  p r o d u c t s  , are  f i r e d  a t  far below vo r l d  
l e v e l s ,  and b a s i c  consumer goods a r e  h e a v i l y  s u b s i d i z e d .  AC 
o f f i c i a l  exchange r a t e s  t k e  E5pptia.n ?ound i s  d r a s t i c a l l y  
3ve r ra lued .  t i e a v i l y  s i i b s l d i z e d  goverimenc p l a n t s  s c i i l  a c c o u n t  
f o r  most: o f  t h e  o u t p t  o f  heavy i i ldustpl / .  -. 3 e . g o v e r n n e n t  
b u d g e t s  r e q u i r e  large d e f i c i t s  t o  r l n a n c e  these a c t i v i t i e s .  

These a i s t o r t i o n s  have caused  r e s o u r c e s  t o  f low i n t o  l e s s  
heavily c o n t r o l l e d  s e c i o r s ,  and accounc i n  large ? a r t  f a r  t h e  
d i i f e r e n c i a l  r a t e s  o f  s e c r o r a l  growth.  Annexes 1 7  and 18 snow 
t h e  s e c t o r a l  breakdown o f  r e a l  GDP and o f  g rowth  r a c e s .  

f 

* 
L. T u t u r e  ? r o s ? e c t s  

The r a p i d  economic zxpans ion  or' t h e  p a s t  decade  n a s k e d  some 
u n d e r l y i n g  s t  r u c a r a l  d i f 2 i c u l r i e s  t hac nus; b e  a d d r e s s e d  i n  - 
t h e  c o m i ~ g  years. %hi12 ; g ; r p t  w e a t  be red  t n e  1982-83 worldwid* 
recess ion r a t  h e r  w e l l ,  o i l - r e l a t e d  e a r z i n g s  f r o m  Suez Canal  
du t ies ,  works r  r e n i t t a n c e s  and o i l  e x p o r t  e a r n i n g s  c a n n o t  be - 
expected t o  s u s t a i n  h i g h  r a t e s  o f  g rowth  i n t o  t h e  1 9 9 0 ' s .  LC 

is  i z p o r t a n r  t h a t  t k e  x o n o o y  b e  r e o r i e n t e d  toward the 
~ r o d u c t i o n  o f  a g r i c u l t u r a l  and i n d u s s r i a l  p r o d u c t s  i which 
C r q y ~ t  has  a  compara t ive  a d v a n t a g e ,  and - v h i c h  o f f e r  p r m i s e  s s  
i ~ r e i  jn -e rchnnge-ea in icg  sxjor:;. - h i s  z i i i  r e a u i r z  s t e a d y  
m2vemezr away frm r',sid ? r i c e  s t r i t c t a r e s  acd coward a s y s t e n  
of  p r i c e s  c h a t  ?ill ? r o v i c e  p o s i t i v e  i x e n t i r e s  co groduc3 such 
commodi t ies .  It v i l i  a l s o  r equ i re  a f i n a n c i a l  s y s t e a  g e a r e d  ~9 

z e e r i x g  z t e  : r e t i t  needs o f  3 0 t h  :Le ? u b l i c  anc p r i - ~ a t s  - 
; i r~duc=r ;  ~i ?rodncc; u h l c t  = g y ? t  c a n  ex?orr cc rz se i - i c i~e l : i  2 r  

- - .  . - 7  

~ h i c h  :an 5e ~?:r;c;2ncl:r ;r3cucec a s  i z s o r t  s u b s c i t u t ? ~ .  -:e - ? r ~ a u c  :tar: Credit r s g r a s l  can 3e i.f ewed i n  t % s  ccn:e:cr. 



12 Eke 1 9 6 C i s  a l l  hsayjy i n d u s t i i - ? ~  ax! a o s ~  o i k e r  i z d u s t r = e s  
-" %sr= n a t i o n a l i z e d .  ,,Cay t he  i n a  a ~ t r i , a i  s e c t o r  i s  s t i l l  

2 m i n a c e 6  5y ;overnaezc fins. Annex 13 Lists r k o s e  s x c o r s  
- ? c o c r r o l i s d  by ]l tht! Xi?,istr;.l 31 i ? r c u ~ t  zy . ? f . . aLmaceu t i cz i3  a n d  -- some o t h e r  a r e a s  f a l l  u z c e r  o t h e r  >!itistr:ss. z v e a  t h o u g h  Law 

43 of 1974 i n ~ u c s d  a n  i n c r e a s e  i n  t i re  p r i v a t e  s e c t o r ' s  shar2, 
, - t h e  d a t a  r e v e a l  t?at  t k e  ? u b l i c  s 2 c t o ~  s t i l i  a c c o u n t s  f o r  0 2  t o  

70 s e r c e n c  o f  t h e  v a l u s  o i  i n d u s t r i a l  p r o c u c t i o n ,  o v e r a l l ,  a d  
i n  s u c h  a r z a s  as  s p i n n i n g  and  weaving  t h e  s r o p o r t i o n  i s  t v e n  
l a r g e r .  The p r i  v a t e  s e c r o r  p redomi i l a t e s  i n  s i . r ? i n , o  and 
r e f a c t o r y ,  w h i l e  woodworking p r o a u s  t s  a n d  l e a t h e r  p r o c u c  t s  a r 2  
e x c i u s i - ~ e l y  F r i v a t e .  Ot 'ner  d a t a  r e v e a l  chat t h e  . p u b l i c  s e c t o r  
i s  e v e n  s o r e  p r e c o n i c a n t  ic f i x e d  c a p i t a l  f o n a t i o n .  ? r i v a : ~ !  
f i x e d  i n v e s t s e n t  r e 9 r e s e n t s  o n l y  20 t o  25 ? e r c e n c  o f  t h e  i s ~ i L  
hi this r e p r e s e n t s  a n a i k e d  i n c r e a s e  f r o 2  t h e  = 7 e r c e n t  s h a r e  
o f  a 2 e c a d e   go. 

L i l t i  1 r e c e n t l y  cI..e c o a b i n a t i o n  o f  h i g h  d o m e s t i c  demand and  
s t r o z g  d i s i n c e n t i v e s  t o  p r c d u c t i o n  f o r  e x g o r t  c a u s e d  rcost  
l n d u s t r f a l  p r o d u c t i o n  t o  b e  s o l d  d o m e s t i c a l f y .  I n  t h e  la:= 
1 9 7 Q ' s  a n d  e a r l y  1 9 8 0 ' s  f n d u s t z i a l  e x p o r t s  s t z g n a t e d ,  c a u s i c g  
t h e  e x p o r t  s h a r e  o f  i n c u s t r i a l  p r c d u c t i o n  t o  f a i l  f rom li 
p c r c e n r  i n  1 9 7 8  t o  5 Fercent in 1 9 8 2 / 8 3 .  

3.is t r e n d  22s skar?ljr r e v e r s e d  i n  1983/34. Bemoval cf f o r e i s n  
e x c h a n g e  s u r r e ~ d e r  r e q u i  re rnents  hel;;ed t o  s p u r  ; r i v a t e  
e x ? o t t s .  h b l i c  s 2 c t o r  n o n - ? e x t i l e  e x p o r r s  rose 6 1  p e r c e n t ,  
a n d  t e x t i l e  e x p o r t s  by 29 p e r c e n t  t o  ?reduce a n  o v e r a l l  2b 
~ e r c e n t  r i se  i n  i n d u s t r f  a l  e x p o r t s .  h biic s e c t o r  indust r i a l  
s e c r o r  c o m p a n i e s  now s e e t  4 5  p e r c e n t  o f  : h e i r  foreign exchange  
needs from sxpor r  e s x i n g s .  

- 
it i s  v i c h i n  t h i s  i n d u s t r i a l  c o n t e x t  :!;at v e  ? v a l u a t e  t h e  
c o n c r f  b u t l o n  o f  t h e  ? r o d u c c i o a  C r e d i t  Program. Impo r t a n c  
c h a n g e s  i n  5 o t 5  t h e  c r e d i t  a c d  i n  t h e  i 3 t e r n a t : l o n a l  s e c t o r s  
>el.? t o  d e f i n s  :be f o r e i g 3  e x c h a n g e  n e e d s  o f  t h e  E g y p t i a n  
? r i v a t e  s e c t o r .  

. Over211 ?!uneiar? and C r e d i t  3 e v e l o ~ m e n t s  

B e p l a t o r y  c h a r g e s  have  r n l a x e d  some o f  t h e  r 2 s t r i c c i o n s  on 
C bank a c t ; v i r i ? s .  Whereas f o n e r l : ?  c e r t a i n  ,oreign-owned 5anks  

could eggage o n l y  i n  f c r e i g r !  currer,t;? t r a n s a c r f  c n s ,  c n  a 
. - s c l e c t l v e  h s i s  s i n c e  1983 :key can 20 S u s i n e s s  ;n i z y s t l a n  

?sunds. 
In  1 9 8 3 ,  r t e  I z m s  l n c l u c e a  I 2  r k e  n u c e r a t o r  and  iencninetor o f  
:be Ic,al;:'~e?csi:: r3ci.o * e r e  r?'ris?",. 21 9 e c a b a r  o f  :?.at :r;.ar 



m -able 1 r e v e a l s  cf.lat ckazgss i;l d o n e s ~ f c  c r z c i t  r a t ; l e r  :han n e r  
f a r e i z? ,  ass2ts 5 a v e  u z d e r l a l r ;  ::1s s x ? a n s i o n  i;l ;;rf ~ 2 t 2  s e c t o r  
1 - i l c u i d i t y  iz r5e e i g k t i e s .  Iz i ? S 1 / 8 2  t h e  r a t e  o f  i c c r e a s s  i n  
A o m e s t i c  crszi: was 46 sercenr .  3y 1982 /83  i c  >aO f a l l 2 n  t o  27 
F e r c e n r  and  w a s  38 2 e r c e n c  i n  1983/3~. Changes  i n  l i q i d i t ; ~  
( a o n e y  and  s u a s i ~ o n e y )  c a n  i e  s e e n  t o  c o v e  v i t h  t h o s e  o f  
d o m e s t i c  c r i t d f t .  3 e  T a b l e  shor;s :?at i n  f920/31, ;rawtit  f x  
? r i S 7 a t e  s e c r o r  c r e d i t  f a r  zxceeced t h a t  f o r  t h e  - , u b l i c  sec :=r .  
E i f s  c o n t i a u e d  i n c s  1981/'132, a n t i 1  S o v e n b e r ,  -inen t he  C e n t r a i  
3ank imposed  c r e a i c  c e i l i c g s  and a l o a n i d e p o s f  t r a t f o  o f  6 5  
; e r c e z r .  O t h e r  r e s t r i c t i o n s  were aisa added .  3 u t  s n f o r c e m e n t  
zaxze g r a d u a l l y  acd e r i v d t s  s e c t o r  c r e d i t  s t i l l  g r s w  a t  a 6 6  
F e r c e n t  i a c 2 ,  and the a o n e j  s u p p l y  s s p a n d e d  a c c o r d i q l y .  i3y 
1 9 8 2 i i 9 8 3 ,  t h e  e f f e c t s  0 2  :?e re foms v e r e  b e l a g  s i t ,  a n d  t h e  
i x r e a s e  i n  c r e a i t  w a s  only 2 7  p e r c e n t .  

A more i q o r r a n t  f a c t o r  f 3  ?r"ivace s e c t o r  l i c , u i d i  ty i n  r e c e n t  
:years has been  c r e d i t  t o  tile p u b l i c  s e c t o r .  I n  1980/81, v i t h  
o i l  r e v e n u e s  anG = a n a l  dues r i s i n g ,  r 5 e  gove rnmen t  yas a n e t  
d e p o s i t o r  i n  :he b a n k f z g  sys t em.  3.j 1 9 8 1 / 8 2 ,  n e t  c l a i m  on the 
p b l i c  seccor dcubled f rom t h e  year 5efo r e .  3y  1982/83,  
gove rnmen t  ad4us:nent i n  its h d g e t  a s a i n  r s d u c e d  c r e d i t  t o  the 
p u b l i c  s e c t o r .  I n  e a r l y  1 9 8 3 / 8 4 ,  b o r r o w i n g  by sove rnmen t  
a u t h o r 5  t i e s  vas a g a i n  increasing p u b l i c  s e t  f o r  c i a i n s .  

I 

n 
-0 s u m a r i z e ,  c h a n g e s  I n  t h e  o v e r a l i  volume of  l i q u i d i  t;? and  
c r2 t i i t  i n  che econcmg To r e c e n ?  yea r s  h a s  been  :he 7 2 s u l t  o f  
b o r r o w i n g  3 y  t h e  ; = u b l i c  sector acd o f  r e g u l a t i o n s  d e s i g n e d  t o  

- .  f i g h t  inflation. Wxi l e  t ke  r a t e  o z  l a c r e a s e  k a s  s l o w e d ,  ::?e 
s y s t e m  ~ t i L i .  g e n e z a t e s  d o n e s t i c  c r e d i t  a t  a n i g h  r a t e .  

A c r ~ c i a l  i s sue  i n  a s s e s s i z g  c r e d i t  a v a i l a b i l i t y  i s  :he ex:snt 
t o  vn ich  t h i s  o v e r a l l  v o k a e  o f  d o m e s t i c  c r e a i t  has ~ e n e r a t ? d  
resource  f l o w s  :3 s p e c i f i c  n e e d s ,  12 ? a r t i c u l a r  t o  : e r a -  
c r e c i i t .  T:le i c t a r e s t  r a c s  s t x c t c r e  : ha t  eroerzes  f r o m  t h e  
G n t r a l  Bar?,krs va,r',cus z ~ g u l t t i a ~ s  and  ceilings .?as had :he - - - 3 . 7  t i n i n r e r c e d  2r:ecc o r  s u i ~ c i n g  I n  a d i s i n c e n c f  -7e f o r  c 9 m e  r c f  a2 
i a n k s  t o  lend bozes t i i - ,  cl.trrecc:r f.sr r 2 z  L ~ i i n s ,  w f t t ' ,  a . . . - - 8 c o r r e s p o n d i n g  z l a s  ir, z a v o r  9: 3r,or'-- - 2  r-a il3ane r c i a l  l o a n s .  



3ce o f  t h e  30s 
development t h e r e f o r e  szerns t o  be t h a t  t h e r e  i s  i a c k  o f  t e n  
funding i 2  domes t i c  m r r e c c y .  X c r e d i t  program f o r  :he p r i v a t e  
s e t t a r  s k o u l d  t k e r e f o r e  f o c u s  on vays  o f  r e z o v i n g  o r  
c o n p e n s a r i z g  f o r  : h i s  i m p o r t a n t  cbs t ac l e  t o  2 r i v a t s  sector 
development  . 



Eepos i t_ s 
6 a o n t k s  
1 y e a r  
2 y e a r s  
3 years 
5 y e a r s  
S a v i n g s  

Loans 
A g r i c u l t n r ?  

and i n d u s t r y  
3e zv i ces  
Cgnmerce 

I c t e r e s c  ? a i d  
t o  Deposi t c  r s  

Sffec t i v e  I n t e r e s t  
Cos t  t o  3anks LI' 

I n t e r e s t  Charged t o  S o r r o v e r s  
(!=fininurn) (Xaximuts) 

Alternative Yields ( C i r c a  A p r i l  1984)  
( i n  p e r c e n t )  

Domest ic  r a t e  o f  i n f l a t i o n  
r?pr;rokimate y i e l d  on f o r e i g n  

c u r r e n c y  d e p o s i t s  h e l d  
~ i t h  d o m e s t i c  banks ( i n  
d o m e s t i c  c u r r e n c y )  

Source :  Zxr rac  t e e  i ron 29, a rab  Ze?ub l lc  o f  Egy;t--Rxent - - - rconomic 3 e v e l o c n e n t s .  June  19, 1 3 8 4 ,  p. 22. 

1/ I n t e r e s t  r a t e  l a i d  co  d e p o s i t o r s  a d ; u s t e c  t 3  t a k c  a c c o u n t  o f  t h e  - 
25 p r c e n t  c a s h  r e s e r v e  r e q u i r e m e n t s  o n  C e ? o s i t s .  To o b t a i n  'i; 7 5  - - 511 l o a n a b l e  r;-lnds, a  bank 3 u s t  a: t rac t  L3 100  Ln a e p o s i : ~ .  L; t h e  - - 
a a p ~ r i t y  o f  :he d e p o s i t  i s  one  z o n t h ,  t h e  2 i z e c ~ i v e  c ~ s c  o f  t h e  
loa3abI.e 5 ~ c d s  i s  7 . 5 / ( ; 5  x 100 c t . ) ,  o r  ;r3 zerzer,: l o r  ;ne year .  
2 /  Xo 1i;cit. - 



- - Table  3 shows c:le s l i o c a t i o n  o z  LcrnEercial 3ank c r e d i t  t o  t h e  
-, ~ r i v a t e  s e c t o r .  Tne d r a s c i c  changes  i n  1562,83 a ? ? e a r  t o  ~ = : L G - -  

bank a d j u s t z e s t s  t o  c5e 1 ~ a n / a e ? o s i :  r a t i a s  and t o  a t : c , ? t s  zo 
cmpi;?  zi :h c o m e r c i a 1  c r s d i t  c e i l i r y  s.  

.. i a b i o  3. Egyp t :  Distribution o f  C i s d i  t from Csmnerc ia l  
3anks t o  t h e  P r i v a t e  S e c t o r ,  1980/31-1983 

( I n  m i l l i o n s  of E s y p t i a n  ?ounda) 

Change Cu ri ng Pe ri od 1380/'81 1981/82 i982iY3 

3y econcmic s e c t o r  . 

A g r i c u l t u r e  37 .7  82.9  
I n a u s t  ~j 1 8 4 .  ; G56.5 
Trade 481.3 8 4 8 . 4  
Se r v i c e s  232 .9  323.1 
House:lold s e c t o r  152.8 63. l 

T o t a l  - 1/ 1 1 8 9 . 2  1 7 7 4 . 3  

3y i n s t i t u t i o n a l  c l a s s i f i c a t i o n  
o f  Sorrower  

Co q o r a t e  b u s i n e s s  s e c t o r  392.8 565.1 
O f  which: Law Xo. 43 c o r ~ s ,  ( 3 2 1 . 4 )  ( 4 L h . 7 )  

Unincor?ora ted  h s i n e s s  s e c t o r  6 5 7 - 7  11518.6 
C o o p e r a t i v e  s o c i e t i e s  8 .3  2 2 . 4  
Household s e c t o r  1 5 2 . 8  6 3 . 1  

T o t a l  1; 

Source :  Frsm L T ,  A r a b  Repu b i i c  o f  Zgy?t--Eecent Economic 
Develosments ,  June 19,1384, 2 .  i 2 5 .  a a t a  from C e n t r a i  3 a n ~  of - 
"gyDt. 

1/ T o t a l s  d i z f e r  be  tween t h e  t w o  c l a s s i  f i c a t i o n s ,  because  - 
c r e d i t  :o t h e  c o r ? o r a t e  s e c t o r  i n c l u d e s  i s s u e s  o i  s e c u r i t i e s  t h a t  
cannot  be c l a s s i i i e d  by economic szc t o r .  

Y h i l e  che  central 3 a n k f s  a t c e a p t s  t o  c u r 5  ; n i l a t i o n  have lsa t o  
a  s lowing o f  s rowth  o f  crecii: :o c::e ?rf-~z:o s e c t o r ,  t h e r e  does 
z o t  a p p e a r  t 3  he an a g g r e ~ a c e  s h o r t a s e  o f  d o n e s t i c  I l qu id i : ; 7 .  



- ,r h a s  a l r e a d y  been n o t e d  t h a t  E g y p t ' s  3 a l a c c z  o f  Payments 
f o r t u a e s  I n p r o - ~ e d  z a r k e a l y  i n  t h e  wake o f  ;he  G u l f  O i l  5ocm o f  
l 4 7 9 .  The d r o p  i n  p e t r o l e u m  e a r n i n g s  f o l l o w i n g  t h e  s o f t e n i n g  
o f  t h e  w o r l d  o i l  narks: i n  1981-52 was o f f s e t  by a 13 > e r c e n t  
r e d u c  t i o n  i n  ? u b l i c  s s c  t o r  i m p o r t s  and  i n c  r e a s e d  w o r k  r 
r e n i t t a n c e s .  By o f l e r i z g  an e x c h a n g e  r a t e  which v a s  a o r e  
f a v o r a b l z  t h a n  t h e  i . 2 .  0 .54  ? e r  d o l l a r  o f f i c i a l  r a t e ,  a o r e  
r m i t t a n c e s  x e r e  c h a n n e l e d  t h r o u g h  t h e  b a n k i n g  sys tem.  
F u r ~ h e ~ n s r e ,  r e m i t t a n c e s  have i n c r e a s e d .  A s  a r e s u l t ,  t h e  
c u r r e n t  a c c o u n r  d e f i c i t  q a s  r e d u c e d  f rom a  $ 2 .36  b i l l l c n  i n  
1 9 8 1 / 8 2  :o an  e s t i c a t e d  S 5 .87  b i l l i o n  i n  1 9 & 3 / 8 4 .  Becen t  
i x e n t i v e s  a r e  e x p e c t e d  t o  s t i n u l a t e  n o n - p e t r o l e u n  e x p o r t s ,  
which have s t a g n a t e d  i n  r e c e n t  y e a r s .  

E g y p t ' s  o v e r a l l  b a l a c c e  has been k e p t  i n  s u r ? l u s  by i t s  c a p i t a i  
a c c o u n t ,  u n i c h  h a s  been i n  s u r p l u s  3y o v o r  5 1 . 0  b i l l i o n  i n  
r e c e n t  y e a r s ,  falling t o  $ 0 . 9  billicn i n  1 9 8 3 / 8 4 .  Tke l a r g e s t  
i t e n  i s  f o r  pro  J e c  t and commodity l c a n s  ( a b o u t  SO. 9 b i l l i o n  
y e a r l y  n e t  ia 1 9 8 2  t o  1 9 8 4 )  and  d i r e c t  i n v e s t a e n t s  o f  50.2 
b i  lii on. 

The n e t  ? o s i  t i o n  o f  t h e  E g y p t i a n  bank ing  s p s t e n  h a s  i n  r e c e n t  
;Tears made it: a  n e t  e x p o r t e r  o f  s h o r t - t e r n  f u n d s ,  l a r g e l y  t o  
Eurou ia rke t s .  Dara f r o m X u l l ? n l s  s t u d y  a r e  i i l u s t r a t i o e  of  + h i s :  

Year 

Dec. 19 78 
Dec. 1 9  79 
Dec. 1980  
Dec. 1981 

N e t  C la i ss  on F o r e i g n  Banks 

- 
- 3  t h e  e x t e n t  :?at s u c h  n e t  c i a i s s  c o n t i n u e  i c  is d i f f ' c u l :  t o  
a r a u e  t h a t  t h e r e  i s  a g l o b a l   lac^ o i  f o r e i g n  exchange  i x  - E g y p t ' s  b a n k i n g  s y s t e m .  -reere i s  a  p r o b l e n  i n  r e p a t r i a t i n g  i:, 
c h a n n e i l n q  i r  t o  d o m e s t i c  z s e s ,  acd i 2  p a r t i c u l a r  :a 
i o n g e r - t e n  d e v e L o p ~ e n t  ? u r T o s e s .  



3 e s e  t r a n s a c t i o n s  s o v e  t h r o u g h  t h e  C e ~ t r a l  3 a n k  s o o l ,  w h i c h  
a r o c e s s e s  ; e r r o i t u r n  e x p o r t s ,  c c : t o n ,  S u e z  C a n a l  ?u2s a ~ d  s c m  
a t h e r  t r a n s a c t i o n s .  \.!ost c r a n s a c  t i o n s  i n  t h i s  p o o l  t a k e  ? l a c e  

T - ~t ~i. - 7 0 .  

mr - ~ e r z  is  a i s o  a  c o m e r c i a l  bank p o o l  o f  f o r e i g n  e x c h a n g e  v n i c h  
a a i n l y  d e a l s  i n  t r a n s a c t i o n s  r e l a t e d  t o  w o r k e r s  ' remi t t a n c s s ,  
t o u r i s s  r e c e i ~ t s ,  noa-?etroleurn e x T o r t s ,  azd ? u b l i c  s e c t o r  
i s p o r t s  o t h e r  t h a n  i h o s s  w i t h  t h e  C e n t r a l  3 a n k  ? o o l .  S i n c e  
August 1 9 8 1 ,  t h i s  " o f f i c i a l "  r a c e  h a s  been ~ 2 p r o x i m a t e l y  L2 
0.84. I n  f a c t ,  i n  a  s e r i e s  o f  a d j u s t a e n c s  t o  c o u n t e r  t h e  
e f f e c t s  o r  t h i s  o v e - v a l u e d  r a t e ,  t k e  Government o f  Egypt  h a s  
e i f e c t i 7 r e l y  noved  away f rom t h i s  r a t e  by a l l o w i n g  aor2 acd more 
transactions t o  t a k e  p l a c e  a t  h i g h e r  r a t a s .  T o r  a l l  p r a c t i c a i  
p u r p o s e s ,  the LE 0.31, r a t e  a p p l i e s  o n l y  t o  some b i l a t e z a l  a n d  
d o n o r  aid t r a n s a c t i o n s .  Xost  t r a n s a c t i o n s  now t a k e  p l a c e  a t  LZ 
1.12 ( b u y i n g )  o r  LE 1.17 ( s e l l i n g ) .  LE 1 . 1 4  ( s e l l i n g )  a p p i i c s  
t o  some p u b i i c  conpany p u r c h a s e s  f r o n  p u b i i c  s e c t o r  b a n k s ,  

X f r e e  a a r k e c  exckange 3001 d r a w s  from t h e  ssme s o u r c e s  a s  t h e  
cominercfa l  bank 7001. In l a t e  1 9 5 & ,  this "own e x c k a ~ g e "  ra:e, 
o r  f r e e  m a r k e t  r a t e  ranged  f rom LE 1.28 t o  LE 1.3G. I: had 
e a r l i e r  b r i e f l y  and  s p o r a d i c a l l y ,  h i t  E 1.40 = $1.00.  

Some r e s e n t  c h a n g e s  have i q o r t a n t  i ~ p l i c a t i o n s  f o r  i n d u s t  r i a l  
s t r a t e g y  and c r e d i t  p o l i c y .  I n  A p r i l ,  1 9 8 3 ,  f o r e i g n  e x c h a n s e  
s u r r e n d e r  r e q u i  r e m e n t s  ~ e r e  a h o l i s n e d  f o r  a v i d e  r a n g e  o f  
t r z n s a c t i a n s .  E x p o r t e r s  sill now be a b l e  t o  r e t a i n  f o r e i g n  
e x c h a n g e  e a r n e d ,  w h e r e a s  p r e v i o u s l y  t h e y  had t o  s u r r e n d e r  a l l  
but 1 0  t o  25 ? e r c e n t .  This w i l l  ; r e a t l y  i n g r o v e  e x p o r t  
i n c e n t i v e s  t o  t k e  p r i v a t t  s e c t o r .  

X c o m m i t t e e  h a s  Seen e s t a b l i s h e d  t o  s e t  ?remiurn ?.<change r a t e s  
i n  o r d e r  co c h a n n e l  z o r e  m r k r  remittances t h r o u g n  t h e  
c o n r z e r c i a l  bank 7001. By mid-1984 t h e r e  v a s  e v i d e n c e  t h a t  
a t t e m p t s  were  being aads t o  g r a d u a l l y  u n i f y  t h e  C e n t r a l  3ank  
and  t h e  C o m e r c i a l  3ank  p o o l s  a t  what s a y  e v e n t u a l l y  beccme a 
aore u n i f i e d  c x c h a c g e  rat? syseern. 

I n  a  r e l a r e d  d e v e l o p m e n t ,  Egypt  h a s  t a k e n  some s t e p s  coward 
a d d r e s s i - g  ~ i e  r e c c g n i z e d  problem o f  s t a s n a t i n g  2x30 r t s .  A 

1983 p u j l l c  e r ? t e r a r i s e  r e f o n  b i l l  vas sized a t  F a p r o v i r , ~  :he 
2 Z f i c i e n c g  o f  2 u o l i c  s e c c o r  companies .  O t h e r  l 983  : 2 z i s l a t F o n  - 
; ro t r ides  f 3 r  s s t a b l i s ' n i x j  an r : i?or t  D e v e l o p e n t  3ank f o r  ?3:7?t, . . 7 - , -  - 4cj -n   pers st ion i:! .Jazuaz:i' ,152. 2 2 2  funcc-;3n s c h e d u l e d  ; o  - - - -  
~ i l l  :e rs ? r ~ v i c e  i n v e s t - e n ~  fur ics  f o r  ? x ? o r t - ~ r ' , i ? n t e a  
h s i n e s s e s .  Yz2 N o r l d  3 a n ~  is scb.edul?c t 3  c ~ n c r : 5 c c o  t c  t?,e 



,- - 
f u n d  via a 3125 L l l i o n  l o a n .  z a l r  o f  r'ne f u n d s  3r2  s a , T a r k z d  
f o r  p r i v a t e  s e c t o r  ccn7a3 izs ;  

- 
-3 s u n n a r y ,  r k  Goverment o f  c g p p t  h a s  r e c o g n i z e d  t k e  geed ~3 

s 4 - 2 ~  L, ,u la te  e:<eoit  p r o c u c E l c n  i f  t h e  2co3czy  i s  ia s n s r a i n  i t s  
c a p a c i t y  t o  e a r n  f o r e i s n  e x c h a c g e  i n t o  t h e  i 9 9 0 f s .  S i n c e  19i?3, 
c r e a t i o n  o f  = o r 2  favoraSL?  e x c h a n g e  r a t e s  f o r  e s ? o r t e r s ,  s o r e  
l i b e r a l  t r 2 a n e n t  o f  e s ;o r t  e a r z i n g s ,  and d i r e c t  c r e a i t  a i d  r o  
e x p o r t e r s  have  d r a n a c i c a l l y  a l c e r e d  t h e  p o t e n t i a l  f o r  p r i v a t ?  
b u s i n e s s  i n  t h e  e x p o r t  s 2 c c o r .  If A ' u r t h e r  a e e d e d  r s r o m s  a r 2  
n a d e ,  t h i s  v i l l  become a n  i n p o r t a n t  a r e a  f o r  d o n o r - a s s i s t z d  -. z i n a n c i c g  . 
8. 2 r i v a t e  S e c t o r  S t r a t e s i e s  a n d  k e e d s  

Dcnor  c r e d i t  2 rograms  w i l l  have t h e  mos t  b e n e f i c i a l  i m p a c t  t o  
t h e  s x t e n t  t h a t  t h e y  f i t  i n t o  G3E p l a n s ,  and  o v e r a l l  economic 
needs. S e v e r a l  s t u d i e s  have azcem?ted  t o  i d e n t i f y  t h e s e  
n e e d s .  

I n  1 9 8 2 ,  John H u l l e n  p r e s e n t e d  t h e  "Repor t  o f  ? r i v a t e  S e c t o r  
Z ieconna i ssance  Team Visit t o  E g y p t "  t o  AID.  S e v e r a l  Ley 
f i n d i n g s  r e l a t e  t o  t h e  F r o d u c t i o n  C r e d i t  P r o j e c t :  

--The team c o u l d  x o t  i d e n t i f y  a s i n g l e ,  s i z ~ p l e  
c a u s e  f o r  t h e  l i n i t e d  amount o f  t2m l e n d i n g  t o  t h e  
p r i v a t e  s e c t o r .  h w l t i r u d e  o f  f a c t o r s  a p p l i e d .  

--Funds were a v a i l a b l e .  E g y p t i a n  Banks i n  1 9 8 1  wers 
n e t  e x p o r t e r s  o f  c a p i t a l .  The p r o b i e n  was t h a t  t h e  
f u n d s  f l o w e d  i n t o  t h e  s h o r t - t e r m  Eurcmarke ts  r a t h e r  
i han  b e i n g  c h a n x l e d  i n t o  p r o d u c t i v e  i n v e s t s e n  t .  

--The recommended r o l e  f o r  A I D  was t o  p r o t i d e  medium. and 
long- te  rn f i ~ a n c i n g .  Government ; o i i c y  c h a n g e s  t o  
u l t i a a t e l y  a c c o m p l i s h  s u c h  f i n a n c i n g  t h r o u g h  m a r k  t 
mechanisms w i l l  e verve on17  sLowl7. 

-113 f i n a n c i n g  mst a s s u r e  a d d i  t i o n a l i t y ,  n o t  
s u b s t i t u t i o n  o f  AID f u n d s  f o r  o t h e r  s o u r c e s .  

-3ecause zany c h a n g e s   ill come s l o w l y ,  t h e  s o l u t i o c  
i s  m e r e l y  t o  " ? r i m e  t h e  ?urnp" by i n j e c t i n g  f u n d s  
i n t o  t h e  system.. T;?e s t u d y  s u p c o r r e d  t h o s e  AID 
p r o j e c t s  v n i c h  v e r e  a imed a t  a t t a c k i n g  t h e  v a r i o u s  
i ~ s t i t u t i o n a l  c o n s t r a i n t s . .  

-2ebt  f i z a n c i x j  d i d  n o t  seem t o  b e  5 ? r o b l a =  f o r  sood 
p r o j e c t s  w i t h  enough 2 q u i t y .  - 

-* & q u i t 7  f u n d i n g  I s  a n  L s s u e  t h a t  s h o u l d  be a c d r s s s e d  
- .  

C i r e c t L p .  Any t e i n  z ~ n a n c i n g  ?re J e c t  s h o u l d  c o n s i d e r ,  
a s  d i d  t h e  ? I E  f u c d ,  e q u i t y  a s  w e l l  a s  d e b t  f i n a n c i n g .  

- - .  
- - 1 ~ s u i r : c i e n c  a v a i i a b l e  pCIj~ds 2r2 5 e i q  c h a n n e l z d  i n t o  

-7 ? r o d u c t i - ~ e  i n v e s t z e n t .  m s e v e r ,  fa r e i g n  a s s i s t a n c e  
5:nds shou lc !  never >e seen  a s  z s u j s t ~ t - i r s  53: 7011,:: 



c t .anse.  
X2ans shoulci  be fouzd  wnere5y A 1 3  can l i se  i t s  p o s i t i o n  
t o  s t i m l a t s  p o l i c y  c h a n g e .  - --hy A I D  C r e d i t  r r ~  j e c  t s h o u l d  s : i a u 1 3 t e  t e ~  
i n v e s t z e n t ,  n o t  j u s t  2 r o v i d e  i t .  T k r e  s 5 o u l d  be 
a d d i  t i o n a l i t y .  
C - - ~ n e  c o s t  o f  xoney  i n c l u c i n g  i n t t r e s t ,  f e e s ,  and 
c h a r g e s  t o  t h e  bor rower  s h o u l d  5e a s  c l o s e  t o  a a r k e t  
c o s t s  a s  p o s s i b l e ,  a i v e n  i h e  need  t o  'nave t h e  f u n d s  
u s e d  e f f i c i e n t l y .  

--Some a d , u s m e n t  :o t h e  above  -;lust be iaade f o r  C.5.  
s o u r c e  and  o r f  g i n  r e q u i  remen t s  . 3 u  t t h e  2 s c h a n g e  
r a t e  = i s k  s n o u l d  n o t  be borne  s3121y  by A I D  f u n d s  o r  
by t h e  GOE. 

--AID c o u l d  c o n t r i t u t e  much by e s t a b l i s h i n g  a fund  t o  
s u g p o r z  t h e  e s t a b l i s h e n t  o f  a d i s c c u n t  f a c i l i t y .  

O t h e r  s t u d i o s  have f o c u s e d  on i n d u s t r i a l  s t r a r e g y .  P z u i  2. 
C l a r k r  s ? 9 8 l ,  " F r i v a t 2  S e c t o r  I n d u s t  r i a l  Development S t r a t e g y  ." - 
r a i s e d  s e v e r a l  p o i n t s ,  i x l u d i c g  : 

-3apid e x p a n s i o n  o f  i n d u s t r i a l  e x p o r t s  i s  p r o b a b l y  t h e  
k e y  component i n  a n  o v e r a l l  d e w  l o  pment s t r a t e g y  
f o r  Egypt .  

--Changes i n  t h e  c o n v e r s i o n  r a t s  [ s i x e  a c c m p l i s h e a  j 
f o r  e q o r r  a a r n i n g s  would s i g x i f i c a n t l y  a1 t e r  expo it 
i x e n t i v e s .  

--[In a d d i t i o n  t o  s e v e r a l  GOE ? o l i c y  r e f o m s ] ,  
p r o v i s i o n  o f  low-cosc expo r t  c  r e d i  t--e. g . c r e d i t  co 
c o v e r  t h e  l a g  be tween  s h i p m e n t  and  i z c e i 3 t  o f  payment. 

-+fedium t o  l o n g - t e r n  f o r e i g n  e x c h a n g e  l o a n s  s h o u l d  be 
f 

r e p z j a b l e  i n  gounds [ v i  t h  l o w ]  e x c h a n g e  r a t e  r f  s k .  

I n  1 9 8 1 ,  G u s t a v  Papanek s u b m i t r e d  an I n d u s t r i a l  S s c t o r  
S t r a r e s y  X s s e s s n e n t  t o  USXiD/Ca i  ro .  ?a j o r  r e c o m a e n d a t i o n s  
i x l u d e d  t h e  f o l l o w i a g :  

- - n e w  i n v e s t m e n t  s h c u l d  be s h i f t e d  f rom i n d u s t r i e s  
where  Zgypt  Lacks  c o m p a r a t i v e  a d v a n t a g e  t 3  t h o s e  
vhere e f f i c i e n t  p r o d u c t i o n  i s  p o s s i  b l e .  

--su;spo r t  f o r  c h a n g e s  ! a t h e  p o l i c y  framewo i l c  c h a t  
g u i d e s  d e c i s i o n s .  

1. . - - - s u b s i d i z e d  c r e d i t  f o r  e x p o r t e r s .  An i n r a n t  
i n d u s t r y "  a r g t a e n :  can be x a d e  f o r  i a p r o v i n g  p r i ' r a t s  
s e c t c r  a c c e s s  :o c r e d i t .  --- L n t e r e s c  r a t e s  m u l d  be se t  a t  z e d i ~ n  t o  l o c g - t e r n  
aTJerage .  (Lower :ban i n  1981 .  j 

- c r e d i t  i-nsti t z t l o n s  a s s u n e  e:rc hange risk. 
- - i ~ d i  rcc:  s u b s i d i ~ s  r o  e n c o u r a g e  lasc r u s a g e .  

- - - .  
--c31;2ct data n e e a e d  fr, r l-:z?c ti -.re cssz-kezer; c 



7: ,,,e I ? 8 4  LTSAI3iCairo C 3 S S  i; : k c  l a s t  2 0  a d d r e s s  z a j o r  

l e w  i 2 c u s  t r i a l  s t r z  r e g i e s .  I n  c h a t  dccurnest , seve r a i  p r z v i  o u s  
s z u l i e s  o f  c c n p a r a t i v e  advancase are r e v i e w e d .  &ocg t h e  
s ~ e c i  fic r ? c m z ~ e n d a t i o n s  i n  t h e  CZSS,  t h e  f o l l c v i  in= c a n  b e  
z o c ? a :  

- s u p p o r t  f o r  m ? a n d i z g  t h e  s n a r e  o f  t h e  7 r iva ; c  s e c t o r  
i n  p r o d u c t i o n .  

- - i n c r o a u c t i o n  o f  a s ? e c i a l  e s ; o r t  cr2ciit a t  a 
p r e f e r e n t i a l  i n t e r e s t  ra". 

--Equal a c c e s s  t o  s a r k e t  t e r n s  o f  i n w s t s e n t  f i z a c c i n g  
by b o t h  p r i v a t e  a n d  p u b l i c  s e c t o r  e n t t r p r i s e s .  Fh;a 
s h o u l d  be a c h i e v e d  by z a k i n g  l e n d i n g  t e n s  h a r d e r  
f o r  p u b l i c  s e c t o r  i n t = r ? r f  s e s ,  n o t  by  zakf ng +kern 
e a s i e r  f o r  p r i v a t e  s e c t o r  e n t e r p r i s s s .  

- -=qua1 t r e a m e n t  of 2 r i v a t e  and  p u b l i c  s e c t o r s  i n  
a c c e s s  t o  raw m a t e r i a l s  and  f o r e i g n  exchange .  

9 Summary 

-The E g y p t i a n  economy i s  s t i l l  e v o l v i n g  f rom a h i g h l y  
centralized economy wi:h many p r i c e  d i s t o r t i o c s  s t i l l  
r e m a i n i a g .  

- - 3 a ~ i d  g r o w t h  i n  recent  y e a r s  has been a c h i e v e 6  t h r o u 9 h  
l e v e l s  ai savicg and i n v e s t ~ e n c ,  buoyed by w o r k e r  
r e m i t t a n c e s ,  o i l  e x p o r t  e a r n i n g s  acd Suez Car?al dues 
that  h e l ? e d  t o  cover  r a p i d l y  g r o w i n g  i s p o r t s .  

--This has mask26 some s t r u c t - d r a l  w e a k n e s s e s  i n  z h e  
economy c h a t  will h a v e  t o  be  remedied. Among the 
n o s t  important o f  these a r e  i n d u s t r ' L a 1  e x p o r t s  
u h i c h  have s t a g n a t e d  f o r  a d e c a d e .  

f 

- -Several  p o l i c y  r e f o m s  have been aade by t h e  GCE, and 
more a r e  needed .  C r e d i t  n e e d s  f o r  t h e  p r i v a t e  s e c t o r  
c a n  be g e a r e d  zo f i t  t k e s e  new c i r c u m s t a n c e s .  

- - i c t e r e s t  r a t e  d i s t o r t i o n s  and  o t h e r  ? a c t g r s  i n h i b i t  
rhe f l o w  o f  chis c r e d l c  i n t o  p r o d u c t i v e  e n d e a v o r s .  
X m o v a l  o f  b o t t l e n e c k s  i n  d o m e s t i c  c r e d i t  would a i d  
t k e  p r i v a t e  s e c t o r ,  e s p e c i a l l y  i f  i: s t i a u l a t e d  
?reduction f 3 c o m p a r a t i  ve a d v a n r a g e  i n d u s t r i e s .  - zconomic I z ~ a c  t o f  t h e  ? ro  jec t 

a. F r o j e c t  Share o f  T o t a l  i v a l l a b l e  C r e d i t .  3 . e  p r c  j ec t  
disbursed S 6 T  s i l l i o n  i n  a b o u t  i8 months .  T o c a r  d o m e s t i c  
c r e d i t  ou t r s ta3d i r ,g  i n  S e c e a b e r  o f  1 9 8 3  ;.as LZ 1 3 . 9  b i l l i o n ,  c ~ f  

v n i c h  c l a i x s  or! t h e  p e s - a t e  s e c t o r  % e r e  LZ 9 . 1  b i l l i o n .  T o t a l  
a d d i t i o n a l  c o m m e r c i a l  bank c r e d i c  t o  :be p r i 7 j a t e  s ecco r  in - - l 9 8 2 / 8 3  ;;zs -2 853.3 x i l l i o n  ( 5 6 7 5  z i l l i o n  a t  LZ i . 2 8 ) .  



- 
2 r m  3ecem5er  1 9 8 2 3  3 e c 2 n 3 e r  1 9 5 3  c l z i z s  9n t:Ie ? r i v s t e  
s e c t o r  i c c r ~ a s e d  from iZ 0 . $ 8  j i l l i o n  t o  iS 9 . l L  j i l l i o n ,  a 3  
ixr23ss  o f  Lf 2 . 1 5  5 i l l i o n  ( 3 1 .  59 b i l l i o n ) .  T k u s ,  a s  a  
p e x e n t z g e  o ?  t o t a l  p r i 7 2 t e  c r e d i : ,  t h e  F r o g r a n  i s  m a l l ,  bu t  
i r  r z 9 r e s e n t s  on an a n n u a l  Lzsis,  a b o u c  5 o r  6 ? e r c e n t  o f  
c o n m e r c i a i  a n k  c r e d i c .  I t s  2 a j o r  i z p a c t  i s  on t h e  i n c i u s t r i a l  
s e c t o r ,  wkere  c o m m e r c i a l  Sank c r e d i t  i n  1 9 8 2 / 8 3  was LZ 356.5 
( $ 2 8 2  a i l l i o n ) .  

5. ? r o j e c c  f o r e i g n  exchange  a s  a p e r c e n t a g e  o f  t o t a l  f o r ~ l 3 n  - e s c h a n s e .  -se p r o j e c t  f l o w s  a r z  q u i t e  s m a l l  comparzd co the 
61.3 b i l l i o n  i n  a n n u a l  Suez  C a n a l  : o l i s ,  t h e  33.3  b i l l i o n  ia 
w o r k e r  r ~ m i t t a n c e s ,  and t h e  o v e r  $ 2 . 5  b i l i i o n  i n  o i l  e x F o r t  
e a r n i a g s  t h a t  c o m p r i s e  c  he a a i n  s o u r c e s  o f  forz ig11 e x c h a n g e .  

11. P r o j e c t  Dis 'buisement  s and F o r e i g n  Exchange X a t e s  

3 r z u g h  m c h  o f  t h e  l i f e  o f  t h e  ? r o d u c t i o c  C r e d i t  2 r o  j e c t ,  t h e  
d o i l a r  was a ? p r e c i a t i n g  s t r o n g l y  a g a i n s t  o t h e r  c u r r e n c i e s ,  
i n c l u d i n g  t h e  3 g y 3 r i a n  Pound. I n  s u c h  a n  economic enyri ronment , 
a l e n d i n ;  program t i a d  t o  t h e  o f f i c i a l  e x c h a n g e  r z t e  i s  
c h r e a c a n e d  w i t h  t h e  p o s s i b i l i t y  t h a t  i t  w i l ? .  tun i n t o  a  n e r e  
f o r e i g n  e x c h a n g e  window, wich  t h e  c r e d i t  a s p e c t s  o f  :he program 
becomong s e c o n d a r y .  Cne f o r c e  would t e n d  t o  d i s c o u r a g e  
b o r r o w e r s  from u s i n g  t h e  program. T h i s  i s  t h e  f a c t  t h a t  t h e  
r i s i n g  c o s t  o f  U.S. goods  would make them l e s s  a t t r a c t i v e  
r e l a r i v e  t o  t h o s e  frcm Europe  o f  J a p a n ,  T a b l e  4 shows tnaz :he 
" ~ g g p t i a n  Pound 'has d e p r e c i a t e d  a g a i n s t  t h e  d o l l a r  a t  r o u g h l y  
the same r a t e  as have o t h e r  c u r r e n c i e s  d u r i n g  t i i s  p e r i o d ,  t h u s  
~ o r s e n i n q  t h e  c o m p e t i t i v e  p o s i t i o n  o f  U.S. goods  i n  Zgy?t - 
vis -3 -v i s  t h o s e  from LU r o p e a n  s o u r c e s .  

O t h e r  f o r c e s  worked i n  ?he o t h e r  d i r e c t i o n .  A t  t h e  b e g i n n i n g  
o f  t h e  program,  t h e  own e x c h a n g e  r a t s  f o r  t h e  pound yas 34.5  
7 e r c e n t  h i a h e r  t h a n  the o f f i c i a l  r a t e  a t  wnicn  bor rok-e rs  c o u l d  
y r c h a s e  d o l l a r s  t h r o u g h  i h e  program.  T h i s  d i f f e r e n t i a l  was a t  
t h e  u p p e r  end  o f  t h e  r a n g e  n e c e s s a r y  t o  compensa te  f o r  t h e  c o s t  
d i f f e r e n t i a l  b e t w e e r  5 .  S.  and Zu r o p e a n  g o o d s .  7 3 r  a t  l e a s t  
some p r o d u c t s ,  t h e  f o r e i g n  exchange  d i f f s r e n t i a :  vas j r o b a b l y  
more :han enough  r o  compensa te  f o r  t h e  a d d e d  c o s t s  a t t r i h t a b l e  
t o  X i 3  s o u r c e  and o r i g i n  r e c u i r e n e n t s .  A s  'he T a b l e  shows,  
a 2 p l i c a t i o n s  f o r  u s e  o f  t h e  program ;.ere q u i t e  s u b s t a n t i a l  f rom 
t h e  o u t s e t .  3y l a t e  1 9 8 4 ,  t h e  d i f f e r e n t i a l  b e t v e e n  t k e  - -. o r z ~ c i a l  a n d  t h e  "cb-n exchange"  r a t e s  f o r  t h e  pound had x i d e n e d  - ^ I  - 
substantially. Y?.e L.J+ L.I. r a t e  fr3r t h e  c o l l a r  w s  5 9 . 5  
?e rcen t  h i ~ k e r  t k a n  t n e  3 f f i c i a l  0 .84 r a t e .  i e  c a n  see i n  
n - a b l e  i ;-.a: t h e  a p p r e c i a t i o n  o f  t h e  d o l l a r  x o l ~ l d  : y a w  - i a c r e a s e d  t h e  ;srics o f  G . S .  g o c a s  r e i a t i v e  t o  ;hose  f r c n  i r r rope  
by  a b o u t  1 5  .ro 23  ;;ercer,t. C l e a r l ; ?  the  diiferecce in z k e  c o s :  
g f  a c z u i  r cng  c o l l a r s  e n r s u g h  :?.e program, c o m p a r e d  co get t i ~ g  



t h e n  frcm t h e  3 ~ i n  2xcha2g2 aarke:, s u ' s s t a n t i a l l y  - - 7  ~ ; . e r c c c s e r , s a t s d  2 c r  t k e  h i a h e r  c o s t  3 5  Z . S .  g o o d s .  - 2 2  L a b i e  
d c e s  n o t  rz7;eal  any c l s a r  c o r . ' r t l a t i o n  5 e c : ~ e s n  :he i n c r e 3 s i n ;  - - .  . 
c o s t s  o f  ob iza iz ing  i o l l a i ~  i n  t h e  uaor:lc:ai  n a r k e t s  and  t h e  
rat;. o f  d i s b u r s e m e n t  f r c u  t h e  p r o 3 r z a .  <:arterly dclta ( n o t  
s h o m )  s u g g e s t  scns :=r,dezcy t o  i n c r e a s e d  u s a g e ,  but t h e  t r e n d  
i s  n o t  s t r i k i n g .  The unusual2.y l a r g e  vo i i l ae  f o r  Noveaber ,  198.: 
r e f l t c t  b o t h  ar. u n u s c a i l y  M g n  aarksc txc:?altg= r a z e  and :he 
f a c t  t h a t  5 o r r o c ; e r s  n s k e d  i x  t o  take a d v a n t a g e  o i  a ?Togram 
t h a t  w a s  known t o  be on ;he v e r s e  o f  e x h a u s t i n g  i t s  o r i g i n a l  
a l l o c a t i o n  o f  f u n d s .  

Y h l l e  t S e r e  i s  no c l e a r  s i g n  o f  i n c r s a s e d  volume b e i n g  i n d u c e d  
by t h e  e x c h a n g e  r a t e  s p r e a d ,  t h e  f g n  o f  u s a g e  x a s  i n f l u e n c e d  
t h e r e b y ,  T h i s  r s s u l t 2 d  from t h e  f a c t  t k a t  t h e  x a i n t a i n a n c e  o f  
v a l u e  p r o v i s i o n  i n c l u d e d  i n  t h e  program p l a c e d  t h e  P d 1  f o r e i g n  
e x c h a n g e  r i s k  on t h e  b o r r o ~ e r .  V i t h  no f o r n a l  f o r w a r d  exchange  
z a r k e t  i n  p u n c s ,  t h i s  r i s k  c o u l d  n o t  be hedged i n  t h a t  way. X 
f o r n a l  d e v a i u a t i o c  o f  t h e  3ouad would f o r c e  a  b o r r ~ w e r  t o  r e p a y  
a  c e c a  l o a n  a t  a s c b s t a n t i a l l y  h i g h e r  r a t e .  A s  t n e  s t e a d i l y  
d e p r e c i a z i g g  own e x c h a n g e  r a t e  i n c r e a s e d  t h e  p e r c e i v e d  r i s k  o f  
f o r n a l  d e v a l u a t i o n ,  b r r o t j e r s  hedged i n  t h e  o n l y  way a v a i l -  
a b l e .  A f t e r  . surchasing d o l l a r s ,  t h e y  a l n o s t  i m e d i a t e l y  r e p a i d  
t h e i r  l o a n  e i t h e r  i n  cash  o r  by b o r r o w i n g  ?ou;lds v i a  a s e c o n d  
l o a n .  I n  e i t h e r  c a s e ,  t h e  e f f e c t  w a s  f o r  a l l  p r a c t i c a l .  
F r s o s e s  t o  ?urn t h e  c r e d i t  f a c i l i t y  i n t o  a  l o  r e i g n  e x c h a n g e  
vindow a t  e x t r e m e l y  a t t r a c t i v e  r a t e s .  

The combined e f f e c t s  o f  t h e  n a i n t a i n a n c e  o f  v a l u e  p r o v i s i o n  and 
t h e  s t e a d i l y  d e p r e c i a t i n g  pound w e r e ,  i r o n i c a l l y ,  t o  
e f f e c t i v e l y  c o n v e r t  t h e  program i n  i t s  l a t t e r  c a y s  from i t s  
i n t e n d e d  5 n c t i o n  a s  a  c r e d i t  f a c i l i t y  i n t o  a n  i r n e d i a t e  s o u r c e  
of  c h e a p  f o r e i g n  e x c ? a n g e .  



Sources : I n t e r n a t i o n a l  Y o n e t a r y  F u n d ,  I n t e r n a t l o c a l  F i n a n c i a l  S t a t i s t i c s .  
3usizess Yeek 

- - - <  - .  12 .  E c ~ n o m l c  ~ i z a c l e n c y  of S e c t o r s  3 e n e r l i i ~ q  F r o n  :?e ??rozram 

The ~ ~ 0 u 1 1 c t i o n  c r e d i t  ? r o % r a m  would have :he sost f a v o r a b l e  
izpatz on t h e  Zgy? t i an  economy t o  ;he z x c e n t  t ha t  L: 

f a c i l i : a t s d  economic a c t i c i c i e s  i n  which t h e  countq has a 
c s m p a r a t i v e  advantage .  These a r e  s e e  t o r s  ; rhich have e x p o r t  
p o t e n c i a 1  or i n  which ' n p o r i  s u S s t i ~ u t i o n  i s  economica l ly  
efficient. In an economy v i t h  zune rous  ? r i c e  d i s t o r t i o n s ,  
-. - - 
; ;nancial  azd x a n c a i c  r a c e s  o f  r e t u r n  i i z i s r ,  of-n 

- ,  dras t i ca l l : : .  13 such  c z s e s  t h e  z o n a l  Ees t s  o, = r o i : t a S i l l - - -  
7 - &/' 

do z o t  ;7iela v a l i d  x r o n a t i o n  abou t  tke  2fiicieccy o f  r e s o u r c e  
a l l o c a t i o n  i n  the  ecQnooy.  Z :  i s  common ia t n e s e  zas2s  :o  - - -  c a l c u l a t e  shacow p r l c e s  o r  t o  u t i l i z e  =::ective 3 a t 2  o f  

- .  ? x t e c : i c n  (23.2) 3 r  3cnescic ?,?source Cos: i i l R C j  ::gJres :D 
. . i d e n r i f 7  e f f i c i e z :  seczrirs i n  :: le econon:7. -42 acti'r;,:;;. % : : a  a 

- - . ' 2 o s i ~ i - r e  Z?.? i s  i n  e z z e c r  ze ing  si;bsi;:zsc 2p = h e  s:c:s:ins 



Table  5 f f f?c  t i v e  P r o t e c t i o n  2nd Conparative XCva?,tage 

( S e l ~ c t e d  Commodit ies)  

A. I l e s l r a b l e  i n v e s t m e n t  

Food ( s v e  rage) 
V e g e t a b l e  o i l s  

C a r p e t s  
L e a t h e r  p r o d u c t s  
Cement 
3 i c ~ c l e s  

3. ? ro  b a b l s  i n v e s m e n t  
Sugar 
Ganen t s  
Vooden f u r n i  t n r e  
?VC 
Filters 
Cables 

/ 

C.  Not recommended 
F r o z e n  f o g d  
Ni t rogen  f e r t i l i z e r  
I r o n  and s r e e l  
Xlurn i  num 
~ u t o m o b i i e s  

+ i s  s u b s i d y  The c o s t  of - is t a x  p r o d u c i n g  a L.E. 
o f  esports/iaporcs 
. 2 5  
.lo 
. so 
.63  
. '34-. 48 
. 00-i . 0 

Source :  G u s t a v  Papanel:, " I z d u s t  rial S 3 c t o r  S t r a t e g y  X s s e s s ~ e n t .  
i n d u s t r i a l  D e v e i o p e n k ,  An O v e r v i e w " ,  ? r e p a r e d  f o ;  E.S.X.I.3. C a i r o ,  
A u g s  t 1981 .  



h l c k o u g h  s u c h  c a l c u i a t i o n s  3 r e  s u b j e c t  t o   id;! x a r ~ i i l s  o f  
e r r o r ,  t h e y  = r e  h e l p 5 2 1  s c a r r i n g  p o i n t s  f o r  i d e n r i 5 7 i n g  t5.e 
s e c t o r s  w i t h  t h e  30st ? r s a u c t i v e  p o t e n t i a l  f o r  t h e  zconony .  
. knex  20 r e g o r t s  t h e  results o f  t x o  s z u a i s s  x h i c h  at52z~ted t o  
i a s n t i f y  c o n p a r a t i v e  a d v a n t a ~ e  i n  s e i s c t e d  E 3 p p t i a n  i n d u s r r i s s  
i n  v h i c h  e x p o r t  p o t e n t i a l  s x i s t s  a n d  where 5 ~ r t t i e r  invss t3en .c  
seems t o  be w a r r a n t s d .  I n d u s t r i 2 s  where  i ~ v e s t s e n t  i s  n o t  
j u s t i f i e d  a r e  a l s o  l i s t e d .  S s c t o r s  where  b o t h  s t u d i e s  a g r e e  
may s e r v e  a s  a  g u i d s  f o r  j u d g i n g  i a v e s t m e n t  a m  r e s c u r c e  
f i o w s .  I n  a few i n s t a n c e s ,  n o t a b l y  i n  f e r t i l i z e r ,  a r t i f i c i a l  
f i b r e s  a n d  consumer  e l e c t r o n i c s  t h e  r e s u l t s  a r e  :ont r a d i c t o r y  
azd a r e  o f  l i t t l e  h e l p .  Tne r e m a i n i n g  l i s t ,  alr'nough f l a w e d ,  
c a n  s e r a e  a s  a  g u i d e  u n r i l  m c h - n e e d e d  & % r t h e r  i n f o n a t i o n  i s  
f o r t h c o m i n g  . 
w Lne ?C? was p u t  t o  t h e  f o l l o w i n g  t e s t .  To t h e  e x t e n t  t k a t  i t  
2 r o v i d e d  i z p u t s  t o  c o m p a r a t i v e  a d v a n t a g e  i n d u s t r i e s  f o r  which 
d c m e s t i c  i n p u t s  were  n o t  a v a i l a b l e ,  i t  was deemea :hat t h e  
economic  i m p a c t  w a s  p r o b a b l y  f a v o r a b l e .  F u r t  he rno  r e ,  t o  t ;le 
e x t e n t  t h a t  a  s u b s i d y  was i n v o l v e d ,  i t  i s  more j u s t i f i a b l e ,  o r  
a t  l e a s t  less ham~irl ,  t o  t h e  e x t e n t  t h a t  a n  i n f a n t  
i n d u s t  ry- l ike  argument  c o u l d  b e  a a d e  f o r  t h e  b e n e f i c i a r y .  
Comparing T a b l e s  6 a n d  7 witn Annex 20 p e m i t s  a  r o q h  a e a o s  o f  
a s s t s s m e n t .  

T a b l e  6 SECTORAL DESTIXATION OF FRODUCTS IXPORTED THROGGB 
THE E'RODCCTION C F E D I T  ?RGGiWM 

(Thousands  o f  3 .S . d o l l a r s )  

I)i r e c  t t o  Via 
S e c t o r  Znd User -P ~ r a d e r  To t a l  

? l a s t i c  Xfg.  h F a b r i c a t i o n  8 3 7 4 . 3  3 3 2 L .  3 11533 .6  
A g r i c u l t u r e  ( P o u i t r y  ? r o d  ) 7 6 6 0 . 6  0 .0  7666 .6  
C o n s t r u c t i o n  & C o n s t .  Z q u i p .  3536.3  2891.0 6 4 2 7 . 3  
T e x t i l e s  6199.5  144.  J 6344 .0  
A g r i c u l t u r e  ( c r o p s )  1 4 9 9 . 3  2732.6 4231.9 
Unde t e n i n e d  0. G 3956 .1  3956. l 
Hocse 'no l d  Fu r n i  s hi ng s 2210.3  6 9 7 . 0  2907.3  
?!ezal X o r k i n g  & T a b r i c a t i c n  1000.0 572. J 1 6 7 2 . 5  
Trade & O t h e r  1 3 9 3 . 8  155 .8  1529.6 
S e a l t h  Care 381. L 1/333,9 l L i 3 . 3  
C o o l i n g  & Food S t o r a g e  E q u i p .  512.3 6 2 1 - 9  1 1 3 4 . 2  
X i s c e i l a n e c u s  Yfg. 870.6  0 .0  870.6 



TOTALS 3 6 7 6 3 . 9  1 7 2 7 8 . 9 .  5 4 i X 3 . 0  

2e rz e n t  68.0 32.0 1CO. 0 

S o t e :  T o t a l s  may vary  due ", s o u n d i ~ g .  

F i r s t  ve n o t e  t h a t  68 pe rcen t  of  t h e  impor t s  u a d e r  t he  ?rogiam v e n t  
t o  end u s e r s ,  s o  i t  i s  p o s s i b l e  t o  I d e n t i f y  t h e  b e n e f i c i a r y  sect-or .  
In  t h o s e  c a s e s  where t h e  i m p o r t e r s  wera traders, i t  a p p e a r s  from 
Table 7 thac these a r e  t h e  s e c t o r s  i n  which t h e  use of an  
i n t e r ~ e d i a ~ r y  is economica l ly  - j u s t i f i a b l e ,  e .  g.  i n  t h e  purchase  of  
5u lk  s e e d s  f o r  famers. There  i s  on t h e  f a c e  o f  i t ,  no r eason  t o  a 
p i o r i  exc lude  t raders  f r o m  t h e  progran ,  u n l e s s  t h e  r e s o u r c e  f iows  
were t o  change i n  t he  f u t u r e .  

Table 7 S E C T O R A L  DESTIXATION OF P R O D C C T S  I W O R T E D  TSRGUGH 
THE P R O D U C T I O N  C F J D I T  ?3CGw 

I ( P e r c e n t a g e  Conposi t i o n )  

D i  r e c t  eo Cia 
Sector Znd Gser T r a a e  r T o t a l  

" a s t i c  Yfg. d F a b r i c a t i o n  
A g r i c u l t u r e  ( P o u l t r y  prod . )  
C o n s t m c c i c n  & Const .  Eqilip. 
T e x t i  Les 
Xgri  c u l t u r e  ( c r o p s )  
L'ndere m i n e d  
Bousehold F u r n i s h i n g s  - 
>fe ta l  Sor 'king & zab r f  c a t i o n  
Trade  & O t h e r  
7- ~ e a l t n  Gre  
Cooiicg 5 ?cod S t o r e g e  Equi?. 
Xi s c e l l a n e o u  s Xfg . 



T. c?s,rnacsu tics; 5;. 
5 ' 2 h i c l e  S p a r e  l a r t r s  

Dackagi zg i C o n t a i z e r  :.lfg. 
dgr i  c u i  t u r a l  S e r v i c e s  
Auto P a r t s  Xfg. 
>!i~i n2 
Food ? i o c ~ S s i c g  
C c e r r o u s  Y e t a l  5 ! f ~ .  
A l u n i  z u n  
Z l u c a t  i o n  

Tabli? 6 p e r n i t s  some judgement  a b o u t  t h e  f l o w s ,  sf a c t  e n d  u s e r  
i x l u s t r f  2s c a n  be i d e n r r i f i e d .  h f o r : u n a z e l y ,  many o f  Che ssc t o  rs 
r e c e i v i n g  b e n e f i t  f rom c h e  program a r ?  n o t  among t h o s e  f o r  w h i c h  DRC o r  
fAB have  p r e v i o u s l y  been c a l c u l a t e d ,  and a  d e f i n f  t i v e  s t a t e m e n t  cannoc  
be made a b o u t  them. P l a s t i c  f a b r i c a t i o n ,  g o u l t r y  p r o d u c t i o n ,  
c o n s t  m c  t i o n  and  textiles are  t h e  l a r g e s t  
b e n e f i c i a r i e s .  E,PP and  DRC d a t a  would b e  needed  t o  a s s e s s  
t h e s e ,  but a t  l e a s t  t h e y  do n o t  a p p e a r  t o  b e  c a t e g o r i e s  v h e r e  
i n v e s t a e n t  i s  d e f i n i t s l y  n o t  w a r r a n t e d .  While p l a s t i c  
s a n u f a c t u r e  t e n d s  t o  be c a p i t a l  i n t e n s i v e ,  p r o d u c t i o n  o f  t h e  
d e r i v a t i v e  ? r o d u c t s s  t e n d s  t o  be more l a b o r  i n t e n s i v e ,  aild t h u s  
b e n e f i c i a l .  Z-ie f i n d i n g s  o f  S o l i s a n  a n d  I b r a h i m .  The - ' -  
?reductive S i f i c i e n c v  o f  t h e  S r o i l e r  I n d u s t r ~  ',n ' cgypt  , X a r c h ,  
L983, cast  d o u b t  on t h e  w o r t h i n e s s  of p o u l t r y  > r c a u c t i o n ,  a t  - - 
l e a s t  small s c a l e  b r o i l e r  p r o d u c t i o n .  C o n s t r u c t i o n  i s  a  
n o n t r a d a b l e  commodi t y ,  a n d  t e x t i l e s  a r e  p r o b a b l y  a cornpara t i  ve 
a d v a n t a g e  i n d u s t r y ,  a s  a r e  h o u s e h o l d  h m i s h i r i g s ,  food 
p r o c e s s i 3 g  and s t o r a g e ,  n e t a l  w o r k i n g  a n d  packagf ng. I n  s h o r t ,  
given, c h a r  t h e r e  w a s  no a t t e m p t  t o  t a r g e t  t h e  c r e d i t  program,  a 
r t 2 s p e c t a b l e  amount o f  t h e  i n p u t s  seem t o  have f l o w e d  i n  t h e  
d i r e c t i o n  o f  z c r n p a r a t i v e  a d v a n t a g e ,  o r  v i a b l e  i rnpor t -  
s u b s t i t u t i o n  i n d u s t r i e s .  I t  a p p e a r s  t h a t  a t  l e a s t  t h e  ? rogram 
h a s  n o r  s e r v e d  t o  f o s t e r  o b v i o u s l y  i n a p p r o p r i a t e  a c t i v i t i e s .  
Xore  s t u d i e s  o f  % W  a n d  DRC s h o u l d  a e  u n d e r t a k e n  a t  t h e  Y i s s i o n  
:o i d e n t i f y  a s o r e  d e c a i l e d  l i s r  o f  c o m p a r a t i v e  advantage  
i n d u s t r i e s  s o  : h a t  & h t u r e  c r e d i t  may be e x t e n d e d  t o  s u c h  
i n d u s t r i e s  i n  orc ier  t o  s t i m u l a t e  e q o r t s  and  a p ? r o p r i a t s  
i z p o r t - c o m p e t i n g  f i r m s .  

13. I s s u e s  

2. 9 . e  ?ore , ign  exchange  s u b s i d y .  T h e r e  a r e  t ~ o  ~ 7 s  o f  
l o o k i n g  a t  t h i s  q u e s t i o n .  The firs: i s  i n  3 ~ r 2 1 y  f i n a n c i a l  
c e n s .  A s  p o i c t e d  o u t  e l s e w n e r e ,  s i n c e  th i s  i s  a z r a n t ,  n o t  a 
l o a n ,  :he f i n a n c i a l  s u b s i d y  i s  5e f a c t o  from t h e  C e n t r a l  3ank - 
o f  Ezy?t  t3 t h e  p r i v a t e  s e c t o r  b o r r o w e r .  T h i s  o c c u r s  because 
t h e  C e n t r a i  3 a n k  i 2 c ~ r s  an o p p o r r u n i t j l  c o s t  xhen i r  a,orees 



a c c s p c  r e ? a y z e z t  i: :ou:<a ar a rats k ? i o w  C k  narkst  r a t 2  
(however  tka:  zisy b e  2 s f i c e d ) .  I n  r s a i  sconcrnic t e n s ,  - 
h o v e v e r ,  ::?ere is a s u b s i t y  ~3 t h s  ; g y p t i a n  econony.  3 y  
a i l o w i n g  E;y?tian i z p o r t e r s  t o  o b t a i n  U.S .  g c o c s  a t  a  s m a l l e r  

. - ,  - - s a c r z r r 2 . l  i3 t 2 m s  01 ~ j y p t i a ~  o z  o t h e r  g o o d s  :oregone,  t k e r e  
is  a n e t  r e s o u n e  t r z n s i e r  f r z s  t k2  U.S. ~ C O ~ O Q ; ?  t o  t h e  - 
 gypt ti an economy e a u i v a l s n t  t o  40 o r  JO l e r c e n t  o f  t h e  fac2 
v a l u e  o f  t h e  c r e d i t .  3 e  s u b s i d y  t o  t h e  econoay  i s  p a s s e d  on 
t o  t h e  u l t i m a t e  i m p o r t e r / u s e r  o f  t h e  p r o d u c t  v i a  t h e  C e n t r a l  
3 a n k 7 s  w i l l i n g n e s s  t o  engage i n  t h e  t r a n s f e r  n o t e d  a b o v e ,  This 
i s  o f f s e t  t o  a n  u n d e t 2 m i r ~ e d  d e g r e e  5y t k e  U.S.  s o u r c e  a n d  
o r i g i n  r e q u i r e m e n t s ,  and  co t h e  e x t e n t  t b t  t h e  e x c h a c g e  r a t e  
d i f f e r e n t i a l  a e r e l y  cou i?ensa tes  f o r  t h i s ,  r h c r e  i s  no 
p a r t i c u l a r  r e a s o n  t o  q u a r r e i  with t h e  t h e  s u b s i d y .  

The e v a l u a t i o n  team had n e i t h e r  t h e  r e s o u r c e s  n o r  t h e  t i m e  t o  
a c c u r a t e l y  q u a n t i f y  t k e  adCed c o s t  o f  Z.S. s o u r c e  and o r i g i n  
r e q u i r e m e n t s  f o r  t h i s  p r o j e c t .  S u r z l y  i t  w i l l  v a r y  from 
commodity t o  commodity i n  a c c o r d a n c e  w i  t n  t h e  d i f f e r e n t  
r s l a t i o n s h i p  between w e i g h t  i v o l u n e  a n d  p r o d u c t  v a l u e .  Based  - 
on a n e c d o t a l  2 v i d e x e  g a t h e r e d  by the team,  i t  seems h i g h l y  
d o u b t f u l  t h a t  c o s t  d i f f e r e n t i a l s  would j u s t i f y  t h e  c u r r e n t  
l a q e  s p r e a d  be tween  t h e  "free a a r k e t "  r a t e  o f  abouc  1 .30  
pounds per d o l l a r  p r e v a i l i n g  i n  l a t e  1 9 8 4 ,  and  t h e  " c f f i c i a l "  
r a t e  o f  , 8 4  ;.lounds. Da ta  a s s e a b l e d  by t h e  Z i s s i o n  ( s e e  Annex 
L )  suggest t k a t  o v e r  t h e  i i f ?  o f  t h e  P r o d u c t i o n  C r e d i t  p r o j e c t ,  
t h e  d i f f e r e n c e  between t h e  o f f i c i a l  2nd t h e  f r e e  market r a t e s  
h a s  a v e r a g e d  20 p e r c e n t .  The o n l y  a v a i l a b l e  s y s t e m z t i c  
e s t i m a t e s  o f  t h e  added  c o s t s  o f  8.S. s o u r c e  and  o r i g i n  
r e q u i r e m e n t s  c a n  be found i n  the 1981 Coopers  & Lybrand 
e v a l u a t i o n  o f  t h e  Development I n v e s t m e n t  Bank ~ r o  j e c  t .  3y 
c o n p a f i n g  a v e r a g e  c a s t  i n c r e a s e s  f r o m  t h e  FOB v a l u e  d u e  t o  
shi ?&ng and i n s u r a c c a  f o r  XIDiDIB v e  r s u s  LaRD procu romenc, 
t h e y  f o u n d  t h e  i n c r e a s e  o v e r  FOB t o  be 12 .6  p e r c e n t  f o r  E . S .  
s o u r c e / o r i g i n . c o m p a r e d  t o  8 . 4  ? e r c e n t  f o r  E u r o p e a n  
s o u r c e / o r i g i n .  T5e 4 . 2  p e r c e n t a g e  p o i n t  d i f f e r e n t i a l  was a n  
a v e r a g e .  I n  5 2  p e r c e n t  o f  t h e  c a s e s ,  t h e  i n c r e a s e  was 1 0  
p e r c e n t  o r  a o r e .  13 LS p e r c e n t  of  t h e  c a s e s  t h e  i x r e a s e  was 
f rom 6 t o  10  p e r c e n t ,  while i n  3 2  F e r c e n t  o i  t h e  c a s e s  t h e  
i x r e a s e  w a s  from I1 co 20 p e r c e n t .  S a n k e r s  were virtually 
c e r t a i n  t h a t  a p p l i c a t i o n  o f  t h e  f r e e  a a r k e t  r a t e  would 
e f f e c t i v e l y  s h u t  dokm t h e  p r o j e c t .  A t  t h e  . 84  pound r a t e ,  
h n d s  have  d i s p u r s e d  r a p i d l y .  Asked ? o  e s z i z a t e  :he b o r d e r l i n e  
Secween a b i l i t y  t o  d i s b u r s e  a n d  n o t  t o  d i s b u r s e ,  t h e  b a n k e r s  
r e s p o n d e d  t h a t  t h i s  would occur  a t  between L Z  L.00 t o  t k e  
d o l l a r  and LE 1.10 t o  t h e  d o l l a r .  T h i s  i m p l i e s  a  s o u r c e  and  
o r i g i n  c o s t  or' between 1 9  and  3 i  p e r c e q t .  One b a r k e r  s t a t e d  
t h a t  a  20 s e r c e n t  d i f f e r e n t i a l  would n o t  a a k e  t h e  p ros ram v e r y  

9. . 
a r t r a c t i v e ,  and t h a t  a 30-35 p e r c e n t  exchange r a t e  s p r e a d  1 s  
r z a s o n a b l e " ,  J e c a u s e  s u p p i i e r s  i s n d  t o  r a i s e  2 r i c e s  when  :hey 



c .  To t h e  e x t e n t  t h a t  t h e r e  i s  a n e t  s u b s i d y ,  t h e  e f f e c t i v e  
c o s t  o f  c a p i t a l  t o  t h e  p r i v a t e  s e c t o r  i s  a r t i f i c i a l l y  reduced .  
T h i s  p r o v i d e s  a n  i n c e n t i v e  t o  i n v e s t  i n  p r o j e c t s  w i t h  l o w e r  
t h a n  d e s i r a b l e  rates sf economic r e m r n .  The r e s u l t  i s  l o w e r  
o u t p u t ,  etsployment a n d  growcb t h a n  wouLd o t h e r v i s e  o c c u r .  Xhen 
o f f e z i n g  f o r e i g n  exchange  a t  l o w e r  t h a n  m a r k e t  r a t e s ,  t h e  d o n o r  
m s t  c h o o s e  j e t w e e n  p r a v i d i n g  a i l  t h e  c r e d i t  t h a t  f s demanded 
a t  t h a t  r a t e ,  o r  of  r e s t r i c t i n g  t h e  amount w h i l e  a i l o c a t i z g  i t  
5y n o n p r i c e  r a t i o n i n g .  In t h e  F o m e r  c a s e ,  one ZUSE a s k  how 
l o n g  t h e  d o n o r  i n t e n d s  t o  s u p p l y  a l l  t h a t  t h e  a a r k e c  w i l l  
take. I n  t h e  l a t c e r ,  f i r s t  come f i r s t  served r a t i o a i n g  ;rill 
p r o b a b l y  l e a d  t o  a n  i ~ e f f i c i s n t  ~ o r t f o l i o  o f  i n v e s t n e n t  
? r o  j e c t s .  

d .  A s  a m l e ,  t h e r e f o r 2 ,  g e n e r a l i z e d  e x c h a n g e  r a t e  s u t s i  d i l s  
which  l o w e r  t h e  e f f e c t i v e  c s t  o f  c a ~ i t a l  a r e  n o t  an  
econcmica i l : r  Ses i  r a o l e  f e a t u r e  t o  u n c e r ~ i a  an o v e r a l l  7ri vzce  
s e c - a r  s c r 2 t z z v .  

I s a rn  ::la? a s r o ; o c c  1 3  -413 f l n a c c s d .  G8i o f f f c i z l s  t i o tac  :h2 
sane t e n d e n c y .  SCE o f f i c i a l s  estimate that s o u r c e  and 
o r i z i n - r e l a t e d  c o s t s  ran52 i r z z  2.5 G O  36 p e r c 2 n c  sf cozmcdi2y 
valu i !  o v e r  t k e  F a s t  s e v e r a l  years .  3 a s e d  on this e c i a c r i e  
s v i d e n c e ,  t h e  S v a l u a t i c n  T e m  c c ~ c l a d e d  t ha t  exchange r a  c 2  

x S s i d i 2 s  iri a x c 2 s s  o f  25 t o  30 s e r c e n t  v o u i d  be ?resumed t o  
- .  s x c e e c  c c n ? e n s a t i o n  :or s o u r c e  and o r i  % i n  reciui  r e a e n t s .  Ln:s 

c o u l d  be a n  o v e r e s t i m a t e ,  b s c a u s e  2 2  s h i p m e n t s  a r e  s u f f i c i e n t  
t o  e f f e c t i v e l y  f u l f i l l  t t e  53 /50  s h i p p i n g  r e c u i r ~ m e n t a ,  and the 
1a t :e r  need  n o t  a p p l y  t o  a o s t  c o t m o d i t i e s  i a p o r t e d  u n d e r  t?? 
?reduction C r e d i t  p r o j e c t .  F u r t h e r n o r e ,  s i n c e  many o f  t3e 
c o m o d i i i e s  p u r c h a s e d  u c d e r  t 5 e  p rogram a r e  non-bulk  items, 
A t l a n t i c  C o a s t  C o n v e r t i o n  r u l e s  a p ~ l y .  I t  i s  t h e r e f o r e  n o t  
e n t i r e l y  c e r t a i n  t h a t  s o u r c e  and  o r i g i n  r e q u i r e m e n t s  inposs a - 
.rery l a r g e  a d d i t i o n a l  c o s t  t o  i n p o r t e r s ,  a s  a p e r c e n t a s e  o f  c5e 
7 3 1 ~ 2  of  t h e  p r o d u c t s ,  b u t  i: i s  r e a s o n a b l e  t o  believe t ? a t  
t h e y  have .  

1 4 .  C o n c l u s i o n s  

a. U n l e s s  i t  i s  compensa ted  by a d d i t i o n a l  c o s t s ,  u t i l i z a t i o n  
o f  an o v e r v a l u e d  " o f f i c i a l "  e x c h a n g e  r a t e  f o r  d e t e n i n i n g  pound 
r s g a y m e n t  o b l i g a t i o n s  u n d e r  t h e  P r o d u c  t i c n  C r e d i t  p r o j e c t  
r e s u l t s  i n  a s i g n i f i c a n t  n e t  w i n d f a l l  i n  t e n s  o f  rea l  r e s o u r c e  
t r a n s f e r  t o  che Z g y c t i a n  economy. =+- .As o c c u r s  i n  s p i c e  o f  t n e  
f a c t  t h a c  i n  p u r e l y  f i n a n c i a l  t e n s  t h e  s u b s i d y  i s  a t r a n s f e r  
xi t h i n  t he  E g y p t i a n  economy. 

b While t h i s  s u b s i d y  i s  3 f f s e t  t o  some e x t e n t  by s o u r c e  and  
o r f g i n  r e q u i r e m e n t s ,  i t  d o e s  n o t  a p p e a r  l i k s l y  t h a t  a n  t x c h a n g e  
r a t e  s u b s i d y  o f  more t h a n  20 t o  30 p e r c e n t  c a n  be  r a t i o n a l i z e d  
i n  this way. 

, 



- . ! ;onet?eless ,  t h e  z v a l u a i i o n  Tsam f e 2 l s  t h a t  r ecexc  events 
have i x r e a s e c  t h e  sp read  be tueen  t h e  o f f i c i a l  r a t ?  azd :ke 
f r e e  s a r k s t  r a t 2 .  A s p r e 2 d  t k a t  c 3 u l d  be defended  a s  
a 7 p r o p r i a t e  a t  t h e  o u i s e t  o f  t 5 i s  2 x 1  j e c t  has  ilow been 
exceeded ,  azd  t o  t h a t  excec r  t k e  a p p l i c a b l e  e x c k a q e  r a z e  
shou id  be r a i s e d  t o  r e  f l s c  t the  o r i  g i i l a l l y  i n t s n a e d  
d i f f e r e n t i a l .  3eyond t h a t ,  t h e  Team f e l t  t h a t  i h e  exchange 
r a t e  s u j s i d y  i s s u e  i s  no t  a n  a p ? r o p r i a c ?  one t o  r s s o l v e  i n  eke 
con texc  cr' t h i s  one s i z q l e ,  azd r t l a t i v e l v  s m a l l ,  J r o j ~ c t .  3 e  

a p p r o p r i a t e  forum i n  which t o  dea; w i t h  txchange  r a t e s  i s  a t  
t h e  X i s s i o n  ? rog ram/po l i cy  d i a l i g u e  l e v e l ,  where a p p r o p r i a t e  
i n c e n t i v e s  f o r  p o l i c y  reform can  b e  b rought  t o  bear .  l z r i t y  a f  
t r e a n e n t  be w e e n  t h e  p u b l i c  and p r i  vat-e s e c t o r  i m p o r t  programs --. i s  a l s o  a c o n s i d e r a t i o n .  ,jcen t h e  C E  and o t h e r  ? r o g r a n s  a r e  
S r x g h t  u c d e r  a  x o r e  r a t i o n a l  exchange r a t e ,  ?reduction C r e d i t  
s houid be a s  3 e l l .  

. I n  t h e  Egyp t i an  economy e f f e c t i v e  i n t e r e s :  rats a r 2  i a  
aany  c a s e s  n e g a t i v e .  Th i s  d i s c o u r a g e s  s a v i n g  and l e a d s  t o  
i n v e s t m e c t  s . : , sa i loca t ion .  R a t i o n a l  a l l o c a t i o n  of  r e s o u r c e s  
would s u g g e s t  i n t e r e s t  r a t e s  s u f f i c i e n t l y  i n  e x c e s s  o f  t h e  r a t e  
of  i c i l a c i m  t o  e f f e c t i v e l y  r a t i o n  c a p i t a l  and t o  s t i m u l a t e  
s a v i n g .  T5is i s s u e ,  i s  however, n o t  one which can be  r e s o l v e d  
in t h e  c o n r e x t  o f  a s i n g l e  p r o j e c t .  It i s  a oacroeconomic 
p o l i c y  o b j e c t i v e  t o  b e  n e g o t i a t e d  a r  t h e  h i g h e s t  i e v e l s  by 
v a r i o u s  donor s ,  and not  one which can  be e f f e c t e d  by p a r t i a l  
a d j u s a e n t s  i n  one sec tcr .  It i s  i m p o r t a n t  t h a t  p r o j e c t  
i n t e r e s t  r a t e s  be t i e d  i n  some way t o  e i t h e r  market  o r  t o  
c e n t r a l  bank r a t e s  s o  t h a t  :hey w ~ u l d  f o l l o w  a p p r o p r i a t e  
macroeconomic a d - k s t a e n t s .  

g .  TRe p r e s e n t  p r o j e c t  f o c u s e s  o n  p r o v i s i o n  of  f o r e i g n  
exchanse .  T h i s  i s  on17 one of  t h e  c o n s t r a i n t s  f a c i n g  t h e  
p r i v a r e  s e c t o r .  I n s t i t u t i o n  b u i l d i n g  t h a t  jlculci i ~ p r o v e  t h e  
banking s y s t e m ' s  a b i l i t y  t o  c h a n n e l  f o r e i g n  exchange i n r o  
l o n g e r  t e n  l e n d i n g  vould indeed  rzmove an fmpor t ac t  s s u r c e  of  
f r 2 c i t i o n  i n  t h e  p r i v a t e  s e c t 3 r .  

h. Longer t e n  l o c a l  c7Jr rency  c r e d i t ,  and expor t  c r e d i t ,  a a y  
a l s o  be im3or:ant c o n t r a i n t s  i n  a d d i t i o n  t o  d i f f i i x l t i e s  i n  
o b t a i n i n g  f o r e i g n  c u r r e n c y .  The E v a l u a t i o n  Team recommends t h a t  
i n  the f u t u r e ,  c r e d i t  programs aim n o r e  a t  t h e s e  problems 
r a t  h e r  t han  f o c u s i n g  e x c l u s i  ve ly  upon i n p o r t s  and f o r e i g n  
exc  Pa28 e  . 



3n che p o s i t i c 2  s i d e ,  E g p t  f a r z d  a u c h  j e t c s r  than a o s t  L X a  a s  
t h e  world-wide r e c e s s i o n  of  1981-82 t i l r n e d  i n t o  t5e ~ o s t  s e v e r ?  
r e c e s s i o n  o f  t h e  l a s t  jC y e a r s .  Z a y p t i a n  economic ~ r o w t h  - 
s l o w e d ,  j u t  s t i l l  remained  s t r o n g .  ~ i l i l a t i o n a r y  p r e s s u r e s ,  s t  
l e a r  26 2 e r c e r . t  - i n  b o t h  1983  and L98L c o u p l e d  v i  t h  c o n t i n u e d  
p r i c e  c o n t r o l s  on many ~ r o d u c t s  -krt h e r  a i s t o  r t e d  aarket-;lace 
s i g n a i s .  W h i l e  inflationary p r g s s u r e s  were b e i n g  3 r o u ~ h t  u n d e r  
c o n t r o l  i n  mos t  o f  c h e  i n ~ u s t r i a l i z e d  count i i e s ,  h i g h  d o m e s t i c  
i x f l z t f  on d i s c o u r a g e d  E g y p t i a n  e x p o r t s .  Even ui t h  p e r i z d i c  - ad 
hot d e v a i u a t i c n s ,  rhe E g y p t i a n  Pound became morz am! nore - 
o v e r v a l u e d  w5en compared t o  t h e  G.S. d o l l a r .  T h i s  c r e a t e d  
p r o b l e n s  f o r  t h e  P r o j e c t .  

iihen t h e  ?reject m s  s t a r t e d  :he a f f i c i a l  e x c h a n g e  r a t s  w a s  LE 
0.84 t o  t h e  U.S. d o l l a r  w h i l e  t h e  "curb" r z c e  was LE 1 .10  Co 
t h e  d o l l a r .  The s p r e a d  be tween  t h e  ra ts  u s e d  i n  t h e  p r o j e c t  
a n d  t h e  "curb"  r a t e  had widened a s  t h e  " c u r b "  r a t e  i x r e a s e d  t o  
LE 1 .30  = 51.00 by December 1984 .  The ~ r o j e c t  d i d  noc i n c l u d e  
a n  e f f e c t i v e  mechanism t o  a d j u s t  i t s  r a t 2  a s  t h e  s p r e a d  ~ i a e n e d  
5e tween  t h e  o f f i c i a l  r a t e  and  t h e  " c u r b "  r a t e .  Tile p r o j e c t  
b e c a a e  a c h e a p  foreign exchange  window, ~ h i c h  was n e v e r  t h e  
p r o j e c t  i n t e n t i o n ,  

/ 

The ?reject P a p e r  had a n t i c i p a t e d  t h a t  t h e  GGE wouid c o n r i c u e  
economic  l i b e r a l i z a t i o n  a s  i t  l i b e r a l i z e d  and  r e d u c e d  economic 
c o n t r o l s  a n d  r e d u c e d  d i s i n c e n t i v e s  f a c i n g  t h e  g r i  v a t e  ssc t o r .  
F h i i e  t h e r e  were  some improvements ,  t h e  p r i v a t e  s e c t o r  s t i l l  
had t o  c o n t e n d  3 i t h  a l a r g e  a r r a y  o f  i a p e d i m e n t s .  As o n e  
e x a m p l e ,  GCE i n t e r e s c  ra te  c e i l i n g s  d i s c o u r a g e d  t h e  b a n k i n g  
s y s t e m  from ? r D v i d i n g  oed ium- te rn  l o a n s .  T h i s  i s p e d e d  ? r o  j e c  t 
e f f o r t s  t o  e n c o u r a g e  term l e n d i n g .  

a .  G o a l  Level  

%r ing  t h e  l i f e  o f  t h e  p r o j e c t ,  t h e  GOE c o n t i n u e d  co s c a t s  f ts 
s i l p p o r t  f o r  new p e v a t s  i n v e s t a e n t ,  5 0 t h  d o c e s t i c  and f 3 r e i g g .  



? r e s i d e n t  :!utaraX i n  h i ;  a d d r s s s  t a  r k e  zew cab ine :  on L u l y  I;, 
7 - . . 
1 1 5 4  u r g e c  c s v e l o s z e n t  i n  Bozh t h e  ;c';-i= azd ? r i v a t e  sec t a r s :  
" 2 u r  e c o n o n i c  l i n e  is cisar; i t  a i x s  2 :  ? e v e l ~ ? i n , o  th2 p b 3 . i ~  
s e c t o r ,  i ~ c r s a s i i ? g  ?ro?ue: ion and  im3rovf ng ?rscuc t i v i  ty. Cur 
I f ae  i s  a l s o  c l a a r  i r i  e z a b l i n g  tf;e p r i v a c e  s e c t o r  t o  hav? 
z p p o r t u n i  t i ss  i n  a i l  a r s a s  a f  ? r a c u c  t i o n  azd i n v e s c n e n t  . " 

Z h i l e  GO5 p o l i c y  ?roclcamatioa.s c c ~ t i n m s c i  t 3  u r z e  t k e  p r % v a ~ s  
s e c t o r  o n ,  a c t u a l  s o l i c y  t e f o m s  w2r2 l i s i t e d .  Therz was some 
l i b e r a l i z a t i o n  i n  t h e  f o r e i g n  e x c h a c g e  s y s t e m ,  some 
p r i c e s  were d e c o n t r o l l e d  and  some of t b e  n o r e  e x t r z m e  ? r f  c e  
c i s t o r t i o n s  were  m o d i f i e d .  On t h e   hole t h e  p r i v a t e  s e c c o r  
s t i l l  fac-sd s a n y  csnt rary s i g x a l s  and b u r e a u c r a t i c  o b s t a c l e s .  
I n  t h e  a b s e n c e  o f  improved p o l i c y ,  a n d  w i t h  t h e  c o l ; t i n u d t i o n  o f  
p r i c e  c c n t r o l s  and  uneconomic s a r k e :  s i z n a l s  t h e  p r i v a t e  s e c t o r  
w a s  c o n s t r a i n e d .  Yke b a n e  ng i n s  t i z u t i o n s  r e s p o n d e d  r a t i o n a l l y  
t o  t h e  s y s t  em--they c o n t i n u e d  t o  make s n o r t - r e n  (30-150 d a y ) ,  
h e a - r i l y  c o l l a t e r a l i z e d  l o a n s .  P r i v a t e  i n b u s t  ry c o n t i n u e d  t o  
c o n c e n t r a t e  on s h o r r - t e z  i n v e s r z e n t s  v i t h  i i t t l s  i n t e r z s t  i n  - 

l o ~ g e r  term i n v e s t m e n t  o r  t h e  e r c p r t  market- - they were a l s o  
r e s p o n d i n g  r a t i o n a l l y  t o  t h e  m a r k e t  s i g n a l s .  

A t  t h e  sub-goa l  l e v e l  i t  was assumed t h a t  p r o j e c t  i n c e n t i v e s  
would be a d e q u a t e  t o  e n c o u r a g e  t t e  b a n k i n g  s y s t e m  t o  l e n d  t o  
t5e p r i v a t e  s e c c o r .  This proved  c o r r e c t .  The Cees t h a t  :he 
C e n t r a l  Bank o f  Egypt a l l o w e d  banks  t o  c h a r s e  were a d e q u a t e  t o  
e n c o u r a g e  them t o  p a r t i c i p a t s  ir, t h e  p r o g r a n .  H o ~ e v e r ,  t h e  
;ajar i n c e n t i v e  p roved  t o  be t h e  f o r e i g n  e x c h a n g e  r a c e  o f f e r e d  
(U C.94 = $1.00).  A s  the E g y p t i a n  Pound s t e a d i l y  d e p r e c i a t e d  
over t h e  l i f e  cf + h e  p r o j e c t ,  the p r o j e c t ' s  f o r e i g n  e x c h a n g e  
r a t e  w a s  v e r y  a t c r a c t i v e .  The b a n k s  xe re a b l e  t o  move money 
e a s i l 9  a t  t h a t  r a t e .  Tn f a c t  t k e  r a t e  w a s  s o  a d v a n t a g o u s ,  
banks  r e s e r v e d  p r o j e c t  h n d s  f o r  t h e i r  b e s t  m s t o m e r s .  

Tne log frame a s s u m p t i o n  t h a t  p r i v a t e  f i n s  would a c h i e v e  a  
n i g h  enough  rate o f  r e t u r n  on i n v e s t m e n t  p roved  c o r r e c t .  
E g y p t i a n  b u s i n e s s e s  were very p r o f i t a b l e .  I n  a d d i t i o n ,  t h e  low 
f o r e i g n  e x c h a n g e  r a t e  o f f e r e d  by C k i s  p r o j e c t  h e l p e d  t o  
i n c r e a s e  t h a t  p r o f i t a b i l i t y .  

3.e Log Frame a s s u n e d  t h e  f o l l o w i n g  : t h a t  chs banking  s p s t  em 
would r e s p o n d  t o  t h e  p r o j e c t  L 3 i t i a t i v e s ;  t h a t  t h e  banks  would 
expand t h e i r  Dwn i n t e - n a l  c a p a b i l i t i 2 . s ;  and c h a t  t h e  p r i v a t e  
s e c t o r  ~ o u l d  h a v e  ban i tab i s  p ro jec ts  r e q u i  r i n g  term f i f i a n c i  ng. 
The f i r s t  2 a s s u s n , t i o c s  ? r o v e d  c o r r e c t .  3 e  banking s y s t m  
expanded 
r a p i d l y  d u r i n g  t h i s  F e r i o c .  Z t  c o n t i w e d  t o  d e v e l o p  i t s  
a b i l i  t j  co s s c a n d  crzti t a c d  ? r g v i c e  f 5 c a n c i a l  s e r v i c e .  



.- 
,-.owever, GCE ? o l i c i e s  s e t  i r i t s r e s t  r a c e s  low f ~ r  l o r . ~ - t e r n  
; sans  and  h i s k  f c r  s h o r z - t e n  s r s d i t .  A s  one xouicr e x p e c t ,  t;?e 
5 a n k s  f a u n d  i t  a o r 2  ? r o f i ; a b l e  t o  Lezd f a r  30 t o  133 d a y s  a: 
' q 4 3 h e r  .+- l z c t r e s t  r a t s s .  0~17 ZI s m a l l  p e r c e n t a s e  o f  l o a n s  had a 
m 2 ~ r i t l ;  o f  6 oocths o r  n o r e .  In a d d i t i o n ,  t k e  ? r o J s c i ' s  
z a i n t e n a n c z  o f  vairr? - , r o 7 s i s i o n  d i s c o u r a g e d  b o r r o w e r s  Z r o s  
t a k i n g  l o n g e r - t e n  c r e d i  t p o s i t i o n s .  

3 e  Log F r a n e  a s s u n e d  t h a t  t h e  P r i v a t e  S e c t o r  S t e e r i n g  
C o a m i t t e e  would , 'unct ion a n d  s u ? p o r c  t h e  x I D / G O E  d i a l o g u e  on 
p r i  v a t  e s e c t o r  deve lopment  n e e d s .  The GCE snowed ll  t t l e  
i a t e r e s t  i n  s e t t i n g  u p  t h e  C o a m i t t e e .  The S t e e r i n g  C o m i t c s e  
was z e v e r  f o r s a l i z e d  and ? e v e r  s e t .  

t ihi  l e  t h e  ? r o  jec  t n e g o t i a t i o n s  a n d  s a t i s f a c t i o n  o f  C o n d i c i m s  
P r e c e d e n t  t o o k  l o n g e r  t n a n  ex?ec:ecl, t h e y  vere s u c c e s s f u l  and - 
;he p r o j s c t  i n p u t s  were  p r s - i d e d  i n  a  t i m e l y  n a n n e r .  

a. I n p u t s  

At the s t a r t  o f  t h e  p r o j e c t ,  p r o g r e s s  vas slow v h e n  m e a s u r e d  
against t h e  Project I m p l e m e n t a t i a n  S c h z d u l e .  S a t i s f a c t i o n  o f  
t h e  C . P . ' s  t o o k  much l o n g e r  t h a n  e x p e c t e d .  Z?e i m p l e m e n t a t i o n  
? a c e  has p i c k e d  u p  as E g y p t i a n  b a n k s  d e v e l o p e d  t h e i r  p r o c e c k r e s  
and s k i l l s  i n  d e a l i n g  w i c h  a new Trograrn, It now a p p e a r s  t h a t  
a l l  o f  t h e  s h o r t - t e r m  c r e d i t  will be c m m i t t e d  by 
~ e b r u ' a r y i ~ a r c h  1385. Tnat  i s  c o n s i s t e n t  w i t h  t h e  P r o j e c t  7 a ? e r  
I m p l e m e n t a t i o n  S c h e d u l e .  A t  t h e  t i m e  of t h e  e v a l u t i t i c g  
(December 1384 )  t h e  t e c h n i c a l  a s s i s t a n c e ,  t r a i n i n g  and s t u d i e s  
had n o t  s t a r r e d .  

Whi le  t h e  d o l l a r  amourit is s m a l l  ( $ 1  n i l i i o n ) ,  t h e  f a i l u r e  t o  
i n i t i a t e  t h e  T X / t r a i ~ i n g / ' s t u d i e s  i s  a c a u s e  f o r  c o n c e r n .  -111 
A I D  p r o j e c t s  a r e  d e s i g c e d  t o  d e l i v e r  deve iopment  b e n e f i t s .  
TSat  i s  t h e  s h o r t - r u n o b j e c t i v e .  The key is w h e t h e r  t h e  
l o n g e r - t e r n  o b j e c t i v e  i s  r3ached--to c r e a t e  t h e  c a p a c i t y  ~ i t ; z i n  
L3C i a s t i t u c i o n s  t o  c o p e   it n deve lopment  p r o b l e m  on a 
s e l f - s u s t a i n i n g  3 a s i s .  Few p r o f  ec r b e n e f i  r s  a r e  s u s t a i n a b l e  

"Le ~ i t h o u t  i n s t i r u t i o n s  and  s u 2 p o r t i n g  p o l i c i e s  in p l a c e .  -. 
fzc t t h a t  t h e  3r3 J e c t  successfully ? r o v i d e d  t h e  f o r e i g n  
e x c h a n s e  a n d  s h o r t - t e r n  c r e d i t  i n  a n  e f f i c i e n t  and  : iael;r  
manner i s  t o  be commended. Tf?e f a i l u r e  t o  C e l i v e r  t h e  o t h e r  
i n p u t s - - T , ~ / t r a i n i n g / s t u d i e s  r e c u c e s  t h e  c h a n c e  o f  r e a c k i n g  r:he 



S i n c e  t k 2  t i a i n i n g / s t l ~ d f  3s i n ? u t  v a s  n o t  p r s v i a e d ,  t h e  
o u t ? u i  t a r g e t  o f  " t r a i n e e s  u s i n g  i n p r o v e d  c r e d i t "  c o u l d  noc 5e  
a c h i e v e d .  S i x t  t k e  ? r iva :c  S e c t o r  S t e e r i n s  C m i n i t t e e  x c e r  
was f o r m e d ,  t h e  o p p o r t u n i t y  t o  improve  p o l i c i z s  a n d  t o  e n g a g e  
i n  a  d i a l o q e  on ways t o  s u ? p o r t  F r i v a t e  s e c t o r  d e v e l c p n e n c  v a s  
l i m i t e d .  

The p r o j e c t  % a s  s u c c e s s f u l  ig e x p a n d i n g  t h e  ?umber o f  
p a r t i c i 7 a t i n g  banks  f r o m  5 u n d e r  t n e  C I T - P r i v a t e  Sec:or t o  '3 
u n d e r  t h i s  g r o j e c t .  3y b r i n g i n g  i n  t h e  4 p r i v a t e  s e c t o r  j a n k s  
a h e a l t h y  n e a s u r e  o f  c o m p e t i t i o n  r i a s  i n t r o d u c e d .  The c o t a l  
c r e d i t  s y s t e m  w a s  a l s o  becomixg more c o m p e t i t i v e  a s  cew 
f i n a n c i a l  i n s t i t u t i o n s  e n t e r e d  t h e  e a r k e t .  The number o f  
c o m m e r c i a l  banks  o p e r a t i n g  i a  Zgy?t h t d  expanded s t e a d i l y  and  - 

t o t a l e d  54 by t h e  e n d  o f  1984 .  

Whi le  c h e r e  were more banks  I n  t h e  zarke: and  c r e d i t  had 
e x p a n d e d ,  t h e  ? r o  j e c t 7 s  a a i n t e n a n c e  o f  v a l u e  ( X O V )  p r o v i s f  o n s  
and  e k e  GOE c o n t r o l s  on t e r n - l e n d i n g  i x t e r e s t  r a t e s  d i s c o u r a g e d  
banks  f rom inc rea s ing  t h e i r  t 2 n  l s n d i n g .  S h o r t - t e r m ,  h i g h l y  
c o l l a t e r a l i z e d  c r e d i t  was r e a d i l y  a v a i l a b l e .  L o n g e r t e L a  
c r e d i t  was n o t .  

Pra j e c  t -?urpose 

Data  c o v e r i n s  :he e x p a n s i o n  o f  s h o r t - t e n  c r e d i t  f o r  1984  were 
not  d v a i l a b l e .  D i s c u s s i o n s  w i t h  b a n k e r s  and  b u s i n e s s a e n  
c o n f i n e d  t h a t  t h e r e  had been a s u b s t a n t i a l  increase Ln 
s h o r t - t e r n  c r e d i t .  As m e n t i o n e d  a b o v e ,  t h e  a b s e n c e  o f  
~ e d l r m n - t e z  c r c d i c ,  t h e  XOV p r o v i s i o n s  and  the f z i l u r 2  t o  
i n p l t m e n t  i z i  ~ A / t r a i n l n g / s t u d i e s  component o f  t h e  9 r o j e c t  
r e s t r i c t e d  a c h i e v e m e n t  o f  the L7111 7 i 0 j e c t  purpose .  S t i l l ,  tire 
?reject x a s  a b l e  t:, meet i t s  c o r e  .purpose;  f o r e i g n  e u c h a c g e  and  
s h o r r - t e n  c r e d f  t werz p r o v i d e d  i n  a n  e f  f i c i m t  and  t i n e i y  
manner  t o  s u p p o r t  p r o d u c t i v e  2 r i  v a t e  s e c t o r  e n t e r ? r i s e s .  

d.  P r o j e c t  Goa l  

Tne a v a i l a j i l i t y  o f  ? r o  j e c  t r e s o u r c e s  ?.el?ed tt:e p a  vate s e c  :or 
i n c r e a s e  i t s  o u t p u t  and  e n p l o y n e n t  l e v e l s .  P r o b i m s  a t  t h e  
Fxput and  o u i ? u t  l e v e l  o f  the  Log Frane 2nd ui t h  GZE c r e d i t  
2 o l i c f e s  r e s t r i c t e d  t h e  p r o j e c t ' s  a b i l i t y  t o  reach t t e  sub-~oal 
t a r g e t  o f :  " s e r v i n g  t h e  511 r a n g e  o f  crecii :  n e e d s  of t h e  
p r o d u c t i v e  p e v a t e  s e c t o r . "  



- -  , ~ h e n  n e a s d r i ? %  ? r 2 J e c r  s u c c e s s  a g a i z s t  t h e  L o g i c a i  ? r a z e c o r k  
goals i t  i s  i m p c r t a n t  rs 2 0 2 s  t k a c  :he seals : ~ e r z  l a r g e  a??< 
thac  g r o 4 s c t  fi?;;2s zeri3 r e l a c i v e l : ;  s m a l l .  Zcscomic  
l i b e r a l i z a t i o n ,  i 3 p r o v z d  c r t a i ' i  zzir:ist~ a ~ d  GCE s i l ;?or t  f o r  t h e  
~ r i u a z ; !  s e c t o r  were v e r y  a r c j i t i o u s  : ; l rgets .  i t  was ? r o b a b l y  
e x p e c t i r g  :GO r ~ c h  t o  t a s k  t h e  p r o j e c t  zich a c h i z v i n g  a l l  o f  
t h o s e  a ixs .  3 e  a c h i e v e m e n t  o f  t h o s e  zeals w a s  a l s o  d e p e n d s n t  
upon t h e  s u c c e s s  o f  o t h e r  Y i s s i o n  ?ri*:ace s e c t a i  p r o j e c t s  a n d ,  
i3 the a o s t  i m p o r e a n t  s z c s e ,  upon t h e  s u c c e s s  o f  XID/GOE ~ o i i c y  
d i a l o g u e  on a a c r o e c o n o m i c  i s s u e s  s h i c h  t h e  t o t a l  AID/Egypt 
program a d d r e s s e s .  P r o j e c t  s h o r t c o n i n g s  r e f l e c t  p o l F c y  
p r o b l e m s  a t  a  s o r o  rnacro Level. 
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